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MATURITIES, AMOUNTS, INTEREST RATES, PRICES/YIELDS
AND CUSIP NUMBERS
$125,800,000 GENERAL OBLIGATION BONDS, 2008 SERIES A

Due Interest Prices/ CUSIP
September 1 Amount Rate Yield 880541*

2009 $6,290,000 3.000% 1.650% JG3
2010 6,290,000 5.000% 2.100% JH1
2011 6,290,000 5.000% 2.420% 17
2012 6,290,000 5.000% 2.640% JK4
2013 6,290,000 5.000% 2.840% JL2
2014 6,290,000 5.000% 3.030% MO
2015 6,290,000 5.000% 3.180% IN8
2016 6,290,000 4.000% 3.330% JP3
2017 6,290,000 3.500% 3.480% JQ1
2018 6,290,000 3.500% 3.620% JR9
2019 6,290,000 4.000% 3.820% JS7
2020 6,290,000 4.000% 4.030% JTS
2021 6,290,000 4.000% 4.140% JU2
2022 6,290,000 4.000% 4.142% VO
2023 6,290,000 4.250% 4.300% JW8
2024 6,290,000 4.250% 4.340% IX6
2025 6,290,000 4.250% 4.376% Y4
2026 6,290,000 4.500% 4.570% JZ1
2027 6,290,000 4.500% 4.610% KA4
2028 6,290,000 4.500% 4.558% KB2

MATURITIES, AMOUNTS, INTEREST RATES, PRICES/YIELDS
AND CUSIP NUMBERS
$15,360,000 GENERAL OBLIGATION BONDS, 2008 SERIES B

$12,300,000 Serial Bonds

Due Interest Prices/ CUSIP
September 1 Amount Rate Yield 880541*
2009 $770,000 5.000% 3.000% KCO0
2010 770,000 5.000% 3.180% KD8
2011 770,000 5.000% 3.430% KE6
2012 770,000 5.000% 4.140% KF3
2013 770,000 5.000% 4.330% KG1
2014 770,000 5.000% 4.430% KH9
2015 770,000 5.000% 4.710% KIJ5
2016 770,000 5.000% 4.810% KK2
2017 770,000 5.000% 4.950% KLO
2018 770,000 5.000% 5.050% KM8
2019 770,000 5.000% 5.150% KN6
2020 770,000 5.125% 5.250% KP1
2021 765,000 5.250% 5.350% KQ9
2022 765,000 5.375% 5.450% KR7
2023 765,000 5.500% 5.550% KS5
2024 765,000 5.500% 5.600% KT3
Term Bonds Due 09/01/28  $3,060,000 5.70% Price 100.00 Cusip Number* 880541 KUO

*These CUSIP numbers have been assigned by Standard & Poor’s CUSIP Service Bureau, a Division of The McGraw Hill Companies, Inc., and are included solely
for the convenience of the Bondholders. The State of Tennessee is not responsible for the selection or use of these CUSIP numbers, nor is any representation made as
to their correctness on the Bonds or as indicated herein.
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This Official Statement does not constitute an offering of any security other than the Bonds offered hereby. No dealer, broker or
other person has been authorized to give any information or to make any representation other than as contained in this Official Statement,
and if given or made, such other information or representation must not be relied upon as having been authorized by the State. This
Ofﬁcia% Statement does not constitute an offer to sell or a solicitation of an offer to buy, nor shall there be any sale of the Bonds by any
person, in any jurisdiction in which it is unlawful to make such offer, solicitation or sale.

Certain information set forth herein has been provided by the State. Certain other information set forth herein has been obtained
b%/ the State from sources believed to be reliable, but it 1s not guaranteed as to accu(acg or completeness. The information and expressions
o 0?1n10n herein are subject to change without notice and neither the delivery of this Official Statement, nor any sale made hereunder,

implies that the information contained herein is correct as of any time subsequent to the date hereof.
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STATE OF TENNESSEE
$125,800,000 GENERAL OBLIGATION BONDS, 2008 SERIEA
$15,360,000 GENERAL OBLIGATION BONDS, 2008 SERIES RFEDERALLY TAXABLE)

INTRODUCTION

This Official Statement, which includes the copage and the inside cover page hereof, and thendipes hereto,
including the financial information incorporated lbgference in Appendix A, is provided for the pwspoof presenting
information relating to the State of Tennessee {8tate”) in connection with the issuance of that&s $125,800,000 General
Obligation Bonds, 2008 Series A (the “Series A Bsfidnd $15,360,000 General Obligation Bonds, 286fes B (Federally
Taxable) (the “Series B Bonds”) (the Series A arde3 B Bonds are referred to collectively as tBerids”).

The Bonds will be issued pursuant to the authasftyand in full compliance with the provisions, tréstions and
limitations of the Constitution and laws of the t8tancluding Title 9, Chapter 9, Tennessee Codrotaied, and various bond
authorizations enacted by the General Assembli®fState, and pursuant to a resolution adoptetidofrtinding Board of the
State on June 30, 2008. The Bonds are being igeuedd certain capital projects of the Stateprtavide for the retirement at
maturity of a portion of the State’s outstandingn@ml Obligation Commercial Paper (“CP”) issuedund certain capital
projects of the State, and to pay certain costssofince. (See “Application of Bond Proceeds”.)

The Bonds are direct general obligations of tregeStor the payment of which as to both principad &nterest the full
faith and credit of the State are pledged. Astaatil security for the Bonds and the interesté¢bar there is also pledged the
annual proceeds of certain specific taxes, reveanesfees required to be paid to the State. Thel8aogether with interest
thereon, are entitled to the benefit of these tarmsenues and fees and to share therein pro fittsany other obligations of
the State that might be entitled to share thergipravided by Title 9, Chapter 9, Tennessee Cod®fated. (See “Security for
the Bonds”.)

THE BONDS
Description

The Bonds will be dated September 1, 2008, wiltureon September 1 of each of the years and irptimeipal
amounts as shown on the inside cover page, andbedl interest payable semi-annually on March 1 &egtember 1
commencing March 1, 2009, at the rates per annushasn on the inside cover page. The Bonds wilisseable as fully
registered bonds in denominations of $5,000 omgiralemultiples thereof.

Book-Entry Only System

Upon initial issuance, the Bonds will be availabtdy in book-entry form. The Depository Trust Guamy (“DTC”),
New York, New York, will act as securities deposjtdor the Bonds. The ownership of one fully régisd Bond for each
maturity of the Bonds bearing interest at eachrésterate, each in the aggregate principal amdusuah maturity and bearing
interest at such rate, will be registered in theneaf Cede & Co. (DTC's partnership nominee) andodied with DTC.
Beneficial owners of Bonds will not receive physidalivery of bond certificates, except under lietitcircumstances.

For a description of DTC and its book-entry onigtem, see “Appendix D — Book-Entry Only System”.



Redemption

Optional Redemption: At the option of the State, the Series A Bondgum@ag on or after September 1, 2017 are
subject to redemption prior to their respectivdestanaturity dates at any time on and after Septerip2016. Redemption
will be made from any monies that are availabléht State for such purpose, as a whole, or infpamt time to time in any
order of maturity determined by the State, at @mgation price of par, together with accrued inteosssuch principal amount
to the redemption date.

At the option of the State, the Series B Bondsumiag) on or after September 1, 2019 are subjestdemption prior to
their respective stated maturity dates at any timend after September 1, 2018. Redemption withbée from any monies
that are available to the State for such purpas@ whole, or in part from time to time in any ardématurity determined by
the State, at a redemption price of par, togethir accrued interest on such principal amount erdtdemption date.

Mandatory Sinking Fund Redemptionfthe Series B Bonds maturing on September 1, 2028 constitute a term
bond subject to mandatory sinking fund redemptiod ahall be redeemed prior to maturity in eachhef years and in the
respective principal amounts set forth in the tdiglow, at a redemption price of par, together witlcrued interest on such
principal amount to the redemption date.

2028 Maturity
Year Amount

2025 $765,000
2026 765,000
2027 765,000
2028 765,000

Selection of Bonds to be Redeemédess than all of the Bonds of a maturity twée redeemed, the particular Bonds
or portions thereof of such maturity to be redeersiedll be selected by lot. In such event, for@alas a book-entry only
system is in effect with respect to such Bonds, @F@s successors and Direct DTC Participantsladitect DTC Participants
will determine the particular ownership intereststhe Bonds of such maturity to be redeemed. Aailufe of DTC or its
successor, or of a Direct DTC Participant or InclileTC Participant, to make such determination wit affect the sufficiency
or the validity of the redemption of the Bonds.e€ppendix D — “Book-Entry Only System”.)

Notice of RedemptionWritten notice shall be mailed to registered evenof the Bonds to be redeemed, at least thirty
(30) days before the redemption date, at the addhet appears on the registration books, butriaiio receive any such notice
shall not affect the validity of the redemption geedings. Any notice of redemption may providet ech redemption is
conditional on the availability of sufficient morseyo pay the redemption price, plus interest actraied unpaid to the
redemption date. While DTC or its nominee is tbgistered owner of the Bonds, the State will giwgae of redemption of the
Bonds to DTC or its nominee or its successor arall stot be responsible for mailing notices of regéion to Direct DTC
Participants, to Indirect DTC Participants or te tieneficial owners of the Bonds. Any failure ofF@ or its nominee or its
successor, or of a Direct DTC Participant or Incil@TC Participant, to notify a beneficial owneraobond of any redemption
will not affect the sufficiency or the validity ohe redemption of such bond. (See Appendix D -of®&ntry Only System”.)
The State can give no assurance that DTC or itsessor, the Direct DTC Participants or the Indil@€C Participants will
distribute such redemption notices to the benéfmiaers of the Bonds, or that they will do so otinzgely basis.

APPLICATION OF BOND PROCEEDS

The Bonds are being issued to (i) provide for terement at maturity of a portion of the Stateigstanding CP
issued to fund certain capital projects of the &tand (ii) fund costs of other authorized capitiadjects and certain costs of
issuance. CP will be retired on various datesiwif® days after the date of delivery of the Bonds.



The proceeds of the Bonds are expected to beeapph the date of issue of the Bonds in the estithamounts as
follows:

Sources and Uses of Funds

Sources of Funds: 2008 Series A 2008 Series B Total
Par Amount $125,800,000.00 $15,360,000.00 $141,160000
Net Original Issue Premium 3,211,485.30 125,624.45 3831¥9.75
Accrued Interest 45,209.37 6,690.11 51,899.48
Total $129,056,694.67 $15,492,314.56 $144,549,009.23

Uses of Funds:

Retirement of CP $116,244,000.00 $15,423,000.00 $85631060.00
Capital Projects 11,800,000.00 - 11,800,000.00
Accrued Interest 45,209.37 6,690.11 51,899.48
Cost of Issuance 83.30 48.46 131.76
Underwriters' Discount 967,402.30 62,575.99 1,029298.
Total $129,056,694.97 $15,492,314.56 $144,549,009.53

SECURITY FOR THE BONDS

All general obligation bonds of the State, inchglithe Bonds, are and will be direct general olioge of the State,
payable as to both principal and interest from famgls or monies of the State from whatever soueteved. The full faith and
credit of the State is pledged to the payment ofgipal of and interest on all general obligatimnlls. As additional security
to support its general obligation bonds, includihg Bonds, the State, pursuant to Section 9-9-}03{@nnessee Code
Annotated, has pledged (i) the annual proceedstak@f five cents per gallon upon gasoline; (i annual proceeds of a
special tax of one cent (1¢) per gallon on petmolgwoducts; (iii) one-half of the annual proceetimotor vehicle registration
fees now or hereafter required to be paid to treteStand (iv) the annual proceeds of the franctages imposed by the
franchise tax law of the State (collectively, “Sigéd axes”). All general obligation bonds shares ghledge of Special Taxes on
a pro rata basis. See “State Indebtedness” foartih@uints of outstanding debt.

The Special Taxes collected for the last thresafigears, as reported for each year in the JurreghtyoStatement of
Revenue Collections (prepared on a cash basisg agfollows (amounts have been rounded):

Fiscal Year Ended

June 30, 2008 June 30, 2007 June 30, 2006
Gasoline Tax $155,602,000 $152,267,000 $150,644,000
Special Petroleum Tax 47,244,000 46,851,000 46,271,000
One-half of Motor Vehicle Registration Fees 123,080 125,630,000 120,665,000
Franchise Tax 644,694,000 635,002,000 584,386,000
Total $970,671,000 $959,750,000 $901,966,000

Source: TN Department of Revenue

Pursuant to Section 9-9-106, Tennessee Code Ardotdne Funding Board has a lien on the taxegnuges and fees
from the Special Taxes in the full amount requiteg@ay principal of and interest on the State’sggahobligation bonds issued
under Title 9, Chapter 9, Tennessee Code AnnotaRdsuant to Section 9-9-111, Tennessee Code Ataibtthe State has
covenanted not to decrease by legislative actienSpecial Taxes unless the Funding Board certifias the State is not in
default in the payment of any outstanding debt thiadl Special Taxes at lower rates specified byFireding Board in such year
or years (not to exceed two (2) years) will beisight to make all payments required to be madesthem by the State on all of
its obligations during the period that such decesidl be in effect.
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The principal amount of general obligation bonkattthe State may issue is limited by Section ®B8;TTennessee
Code Annotated, which provides in part as follows:

[N]o bonds or other obligations will be made a geupon the special revenues consisting of thesprscof
the gasoline tax, franchise tax, the special taxpetroleum products provided for by Section 67-83.3
[currently Section 67-3-203&nd motor vehicle registration fees pledged unierprovisions of this chapter,
in addition to the obligations and charges autleariay this chapter, unless the revenues pledgé&styon 9-
9-103 or the aggregate of the pledged gasolinettex,special tax on petroleum products providedbfpr
Section 67-3-1303cprrently Section 67-3-203motor vehicle registration fees and one-third3)1of the
entire annual proceeds of franchise and excisestamxposed by the franchise and excise tax laws gethin
Title 67, Chapter 4, parts 9 and@ifrently parts 21 and 30whichever sum is lower, for the last preceding
fiscal year shall have aggregated not less thanhomelred fifty percent (150%) of the amount neagsta
pay the annual interest upon all outstanding obliga and charges, for the payment of which sugkmees
are pledged, and the annual interest upon theaihdigs then proposed to be issued, together witatmual
amount necessary for the amortization of the ootstey obligations and charges and the obligatidren t
proposed to be issued; provided, that, in detemgirthe outstanding obligations and charges thead bk
excluded any outstanding bonds with respect to whefunding bonds have been issued and sold and the
proceeds of which are to be applied to retire thistanding bonds.

The amount of Special Taxes collected, on a caskspfor the fiscal year ended June 30, 2008 ®@6,$71,000. The
aggregate of the pledged gasoline tax, the speoiadn petroleum products, motor vehicle registrafees and one-third of the
entire annual proceeds of franchise and excisestaglected, on a cash basis, for the fiscal yealeé June 30, 2008 was
$875,904,992. Pursuant to Section 9-9-104, TeerdSsde Annotated, the debt service limit is oletiby dividing the lesser
amount ($875,904,992) by one-point-five (1.5). rEiere, the debt service limit for the fiscal yearding June 30, 2009 is
$583,936,661. The greatest amount of principaliatetest payable in any fiscal year on outstandiorgds for the payment, of
which Special Taxes have been pledged, includireg Bonds and excluding CP, is not more than $1602¥83 This
calculation assumes the 2004 Series B Bonds béarest throughout their term at their current raftd.82%, but the result
would not change if they bore interest at their immasn rate of 12% after March 1, 2010. (See “Statgebtedness —
Outstanding General Obligation Bonded Indebtedngss”

Section 67-6-103(a)(5), Tennessee Code Annotatedently provides that 0.9185% of the sales aredtas collections
is appropriated to the Funding Board for the payneéiprincipal of and interest on the State’s gahebligation bonds. This
statutory provision subsequently may be changeelioninated. The total sales and use tax collestiand the amounts
allocated to debt service for the last three fisedrs as reported in the State’s Annual FinanRigorts were as follows
(amounts have been rounded):

Allocation to
Total Sales and Debt Service
Use Tax Collections (Modified Accrual
(Accrual Basis) Basis)
June 30, 2007 $6,819,570,000 $48,532,000
June 30, 2006 6,540,224,000 46,439,000
June 30, 2005 6,099,159,000 43,179,000

Due to the implementation of GASB Statement 44otixnic Condition Reporting: The Statistical Secfidhe total
sales and use tax collection are now reported enatttrual basis instead of the modified accrualsba§herefore, the
collections for June 30, 2005 have been restatedotoply with this change. For a discussion of @ct@d current year
collections, see “State Finances — Financial Indiom and Budget Summary for Fiscal Years 2006-200¥ 2007-2008".

The State is permitted by the State Constitutmtevy ad valorem taxes on all of the taxable priypeithin the State
for the payment of the principal of and interesttbe State’s general obligation indebtedness; heweahe State does not
currently levy such a tax.

All general obligation indebtedness of the Stat@n a parity and shares pro rata with all otherega obligation
indebtedness of the State, except that the Sp@&eiabs secure only general obligation bonds. TlaeSmnay issue, and
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currently is issuing as CP, general obligation banticipation notes, the payment of which the faith and credit of the State,
but not Special Taxes, is pledged. (See “Stateltatiness — Commercial Paper Program”.) In additfee State is authorized
to issue general obligation tax revenue anticipatiotes, for the payment of which the full faitndaeredit of the State, but not
Special Taxes, is pledged; however, the State bakeretofore issued any such notes. (See “Stdibtedness — Tax Revenue
Anticipation Notes”.)

For a table of annual debt service requirementsafbigeneral obligation bonds, excluding the Bonskse “State
Indebtedness — Outstanding General Obligation Bbhodebtedness”.

Remedies and Rights of Bondholders

Each Bond when duly issued will constitute a cacitibetween the State and the registered ownéredBond. If the
State defaults in payment of any State obligatmwitich Special Taxes are pledged and/or othergrdstaxes are pledged for
this purpose, State law requires the State Treasurather appropriate authority to pay the amoequired for the payment of
such obligations out of the first monies receivemihf such taxes and fees. Under State law, a holdpurchaser of any such
obligation, including the Bonds, has a vested righthe performance of the covenants and pledgegerbg the State in the
issuance of such obligations and may enforce byogpjate proceedings such covenants, pledges, atiesdmposed on any
State agency or officer in connection with the &se of such obligations. The State has not gipevaived immunity from
suit or extended its consent to be sued and thisbaaactions against such agencies and officE€ugrent State law provides
that monetary claims against the State for bredcltscacontractual obligations and certain other semumay be heard and
determined exclusively in the forum of the TennesSk&ims Commission, an administrative tribunalevehthe State may be
liable only for actual damages and certain costs.

Under the State Constitution, public money magkmended only pursuant to appropriations madewy(8ee “State
Finances.”) Such expenditures include, but arelinuted to, the payment of debt service and fugdamy judgment in the
Tennessee Claims Commission. Continuing appropnisitexist for the payment of debt service on thateS general
obligation bonds, including the Bonds, from Spediakes, in connection with the pledge of SpeciadeéBan Title 9, Chapter 9,
Tennessee Code Annotated, and under current law, & specified percentage of sales and use taxedsasssed above.
Furthermore, Section 9-9-103(b), Tennessee Codeotated, appropriates to the State Funding Boardaodirect and
continuing basis a sum sufficient for payment dftdservice (principal, interest and premium, if aog outstanding general
obligation bonds and other debt obligations (inolgdnotes) from any funds held in the State treasat otherwise legally
restricted, independent of an appropriation bitlestvise required by State law. Whether a contig@ppropriation exists for
the payment of a claim in the Tennessee Claims Jesion for unpaid debt service is not clear, an@ny event sovereign
immunity and other legal principles may bar actitmsompel the General Assembly to appropriate e®far such payments.

STATE INDEBTEDNESS
General

The State Constitution forbids the expenditurehaf proceeds of any debt obligation for a purpdberothan the
purpose for which it was authorized. Under State, the term of bonds authorized and issued casnuated the expected life
of the projects being financed. Furthermore, thmant of bonds issued cannot exceed the amounotr@zed by the General
Assembly.

The procedure for funding State debt is providgdChapter 9 of Title 9, Tennessee Code Annotat€de Funding

Board of the State of Tennessee is the entity aizimb to issue general obligation indebtednes$efState. The Funding
Board is composed of the Governor, the State Cait@trof the Treasury, the Secretary of State,Stede Treasurer, and the
Commissioner of Finance and Administration. Thading Board issues all general obligation indebésdrin the name of the
State pursuant to authorization by the General tAbgewithout concurrence or approval by any othevegnmental agency or
by the electorate. Although the Funding Board ieirees the terms of general obligation indebtednissinterest rate on the
general obligation indebtedness cannot exceedtdite Bormula Rate which is set forth in Section147103, Tennessee Code
Annotated.



Bonds by Purpose

State law provides that the State may issue genbligation bonds or notes for one or more purppséether or not
the purposes were authorized in the same legislaty. As of July 31, 2008, the State had $1586000 (unaudited) of
general obligation bonds outstanding, of which &@,600 was for public health loans, and the remagjir§il,154,940,000 was
for general governmental purposes. The bondshfoptiblic health loans were initially issued in #reount of $85,195,000 to
fund loans to local government units to aid in ¢omging and improving sewage treatment works, wedeks construction,
and solid waste resource recovery facilities arel ssheduled to be fully retired on March 1, 201%ate law requires local
governments receiving loans to repay the Stateutfirascheduled repayments sufficient to pay indetsss! incurred by the
State to finance such loans. Consequently, ibisanticipated that any State tax revenues willdggiired to meet the principal
of or interest on the public health loan bond:1c8i1978, public health loans have been fundedigfirthe issuance of revenue
bonds and notes by the Tennessee Local Developighbrity. (See “Debt of Certain Agencies and Aarities — The
Tennessee Local Development Authority”.)

Commercial Paper Program

Bond anticipation notes may be issued for purpdeesvhich bonds have been authorized, if the nates also
authorized by legislative act. Notes have beehaited to be issued for the purposes of all existiond authorizations.

In March 2000, the State instituted the CP progfamauthorized capital projects. CP has beensificbe issued
under the Commercial Paper Resolution, adoptecheyntembers of the Funding Board of the State oncM&; 2000, as
amended, in a principal amount outstanding at a@ytone not to exceed $250,000,000. CP constitohel anticipation notes
and are direct general obligations of the StatéHerpayment of which, as to both principal an@tiest, the full faith and credit
of the State, but not Special Taxes, are pledged.

The State has entered into a Standby CommercigérPRurchase Agreement (the “Standby Agreement) wie
Tennessee Consolidated Retirement System (“TCR&Jemuwhich TCRS is obligated to purchase newlyadsGP issued to
pay the principal of other CP, subject to suspengio termination upon the occurrence of certainneste The Standby
Agreement requires that the principal amount of l@&uring on any day shall not exceed $100,000,008uch greater
principal amount as the State and TCRS may agree to

CP may have varying maturities of not more tha@ @ays from their respective dates of issuancejiged, however,
that no CP shall mature on a Business Day thatpeilimit Rollover Purchased Commercial Paper tesdeed and mature on a
Business Day that is not later than one BusinegspDar to the stated Expiration Date without redjém any early termination
of the Standby Agreement. Currently, this dat&psl 1, 2015. CP is not subject to redemptioroptb maturity.

As of July 31, 2008, $240,626,000.00 (unaudited)qgipal amount of CP was outstanding under thagpam.
Tax Revenue Anticipation Notes

The State is authorized to issue general obligatéx revenue anticipation notes (“TRANS”) in aigation of the
receipt of tax revenues in the then current fisesar of the State. TRANS, if issued, will cong&tulirect obligations of the
State for the payment of which, as to principal amerest, the full faith and credit of the Stabeit not Special Taxes, are

pledged. All TRANS must be redeemed in the sasmafiyear in which they are issued. The Statenlba$eretofore issued
TRANS.

Outstanding General Obligation Bonded Indebtedness

As of July 31, 2008, there were $1,156,580,00@&@giited) State general obligation bonds outstandirgluding the
Bonds.



The annual debt service requirements for the autbhg long-term general obligation bonded indetésd (including

the Bonds) are as follows:

Fiscal Fiscal
Year Principal Interest* Total Year Principal Interest* Total
2009  $99,645,000 $58,271,779 $157,916,779 2020 $53,860.$14,504,697  $68,364,697
2010 103,710,000 56,408,276 160,118,276 2021 46,715,000,031,721 58,746,721
2011 102,785,000 50,863,946 153,648,946 2022 46,840,000901%70 56,741,670
2012 98,975,000 45,852,032 144,827,032 2023 38,765,000762,801 46,527,901
2013 99,000,000 40,733,082 139,733,082 2024 38,790,000027 §06 44,817,006
2014 92,740,000 35,930,457 128,670,457 2025 30,445,000478411 34,923,411
2015 84,760,000 31,181,015 115,941,015 2026 30,600,000126 3,69 33,726,169
2016 79,630,000 27,005,875 106,635,875 2027 23,300,000922,810 25,222,510
2017 74,425,000 23,449,267 97,874,267 2028 17,955,000 ,7589 18,944,759
2018 66,585,000 19,933,708 86,518,708 2029 10,620,000 ,18B5 10,955,161
2019 57,595,000 17,137,404 74,732,404

Totals  $1,297,740,0C $467,846,84 $1,765,586,84

*The 2004 Series B Bonds, which mature March 1 2#itough 2029, bear interest at the rate of 4.828arch 1, 2010, and thereafter at rates to berahted but
not to exceed 12%. For purposes of this schethdeinterest on 2004 Series B Bonds is calculasithud.82% through 2029 in accordance with GASBv@8ch
states that interest requirements for variabledalt should be determined using the rate in effettte financial statement date.

The State had authorized, as of July 31, 2008)742219,581 (unaudited) of general obligation botidg had not
been issued, excluding an additional amount nekteed 2.5% of certain authorized amounts to be fasgunding discounts
and the cost of issuance at the discretion of tateFunding Board and excluding the Bonds. Gf #mount $825,000,000 is
for highway projects. Since 1978, highway condtamc has been funded with current revenue, butStee can give no
assurance that this practice will continue.

Rate of Debt Retirement

The following table sets forth the rate of scheduliebt retirement of the State of Tennessee arutdtanding general
obligation bonds as of July 31, 2008, including Buads.

Principal
Amount Principal
Due In Amount % of Total
5 Years $504,115,000 38.85%
10 Years 902,255,000 69.53%
15 Years 1,146,030,000 88.31%
20 Years 1,287,120,000 99.18%

STATE FINANCES

The Budget Process

The State budget originates in the executive bravith the Governor’s annual budget recommendatahe General
Assembly. Initially, budget preparation instrucisoare issued by the Department of Finance and @dtration to all State
agencies and departments. These instructionsildesbe Administration’s guidelines related to éoaing the current level of
service (baseline budget) and proposed budget weprents. The instructions are to be used by ageraid departments in
preparing their budgets for submission to the Diepant of Finance and Administration in October atle year.



During the fall, each department's budget requesteviewed, and improvement requests are analymedhe
Department of Finance and Administration. Confeesmare held with departmental and agency reprebesd, the Director of
Budget, and the Department of Finance and Admatisin staff to determine which, if any, of the pospls should be
recommended.

Under State law, the Governor submits the recond@eroudget to the General Assembly at the statefegislative
session. The budget document must be presentdtet@eneral Assembly prior to February 1 of eachr,yexcept that a
Governor in the first year of a four-year term dfic@ must present a budget prior to March 1 ofttyear. However, the
General Assembly may extend these deadlines byregolution. Subsequently, the Governor subm{Eeaeral Appropriation
Bill and bond authorization bills containing appriapions and general obligation bond authorizaticeguired to finance the
program levels and capital outlay proposed in tbeeBnor’s budget. Throughout the legislative segsihe Finance, Ways and
Means Committees and appropriate standing commitiethe House and Senate hold budget hearingsafdr department to
determine if changes should be made to the proposal

During the 1997 legislative session, the OfficeLefjislative Budget Analysis was created to endbk General
Assembly to strengthen its expertise in governmenmtageting and financing and in making public ppldecisions. The
office was created as an independent departmehedégislature working for both the Senate andHbese of Representatives
and charged with reviewing and analyzing the S¢ateidget and overall financial condition. The fsefmmarizes and
analyzes the Governor’s budget proposal for membérthe General Assembly, secures budget justifinatata from the
various state agencies, provides recommendationbudget proposals and provides assistance on felamatters to the
standing committees, as directed.

Under the State Constitution, money may be draam fthe Treasury only through an appropriation madew. The
primary source of the annual expenditure authdomais the General Appropriation Act as approvedh® General Assembly
and signed by the Governor. These appropriatioesganerally limited to a one-year period of aually. The General
Appropriation Act requires a simple majority voté each House of the General Assembly. Approvalthef General
Appropriation Bill usually occurs during the laseek of the legislative session. Once signed bysfisaker of each House of
the General Assembly, the General Appropriationifcent to the Governor for signature. If the &aer does not act within
ten days, excluding Sundays, the General ApprapniaAct becomes law without signature. The Govermay reduce or
eliminate specific line items in the General Appiapfion Act or any other appropriations bill withtowetoing the entire bill.
Such individual line-item vetoes are subject torode by a vote of a majority of the members elédi® each House of the
General Assembly.

Appropriations also may be included in legislatimther than the General Appropriation Act. Theividbal bills
containing appropriations must be heard by the iea Ways and Means Committee, and may be heaithebyelevant
standing committee, in each House of the Geners¢bly. After all related committees recommends@gs, bills containing
appropriations must be approved by a majority woteach House of the General Assembly and be agted by the Governor.
Bills of this character are also subject to reducior elimination by individual line-item veto blye Governor and override by
the General Assembly, as described above.

Funds necessary to meet an appropriation needaah the Treasury at the time such appropriatorenacted;
revenues may be appropriated in anticipation df tteeeipt.

Development of Revenue Estimates

The development of the general fund revenue ettnbegins with a forecast of national economieviagtfor the
State budget period. The State currently contradtis The University of Tennessee Center for Busshend Economic
Research (“UT-CBER”) to prepare an annual Econdr@port to the Governor containing short-term bussneycle-sensitive
forecasts as well as longer-term or trend foredastthe year and to prepare quarterly updatesutfivout the year. UT-CBER
subscribes to the macroeconomic forecasting serwteslobal Insight. The Global Insight Forecastdimes the principal
input to the Tennessee Econometric Model whichiized to develop a forecast of similar indicatofsn-state activity.

At least annually, the Funding Board secures ftdfCBER the estimated rate of growth of the Staggsnomy as
measured by the forecast change in Tennessee pemsoome. The Funding Board reviews the estimadéel of growth in
Tennessee personal income and reports to the Gekssembly its comments relating to the reasonassrof the estimate,
including any different estimate deemed necessary.



The Funding Board is further directed by statotednduct public hearings to develop consensusasaaofjestimates of
State revenue for the current fiscal year and td succeeding fiscal year. At the hearings repriedives of state higher
education institution business centers, includiig@BER, present revenue estimates and economicalsi® On December 1,
or as soon thereafter as practical, the Fundingdpeesents its consensus ranges of State revstimetes, and a summary of
the economic forecast on which the estimates asedhdo the Governor and the Chairs of the SematéHause Finance, Ways
and Means Committees. Although not mandated pgodinal legislative action on the budget, the FmgdBoard receives
updated estimates and forecasts at public heanmygse spring and forwards any revision to priotireates and the reasons
therefor to the Governor and Chairs of the Senatk ouse Finance, Ways and Means Committee. Timen@ssioner of
Finance and Administration has the responsibibtydreparing the revenue estimates presented ibutiget document.

Reserve for Revenue Fluctuations

In 1996, the General Assembly enacted legislatietermining the allocation goal for the reserve fevenue
fluctuations (“reserve”) to be five percent of estied State tax revenues to be allocated to thergefund and education trust
fund. Beginning with the budget for the Fiscal ¥d898-1999 and until this funding level is achigvéhe Governor is to
budget an allocation to the reserve in an amouréast equal to ten percent of the estimated gromwtbstimated State tax
revenues to be allocated to the general fund andagidn trust fund. Amounts in the reserve maytilezed to meet State tax
revenue shortfalls. Subject to specific provisiohthe general appropriations bill, an amounttoatxceed the greater of $100
million or one-half (1/2) of the amount available the reserve may be used by the Commissioner wanée and
Administration to meet expenditure requirementsxness of budgeted appropriation levels. Priarsing any amounts in the
reserve for this purpose, the Commissioner shalfynihe Secretary of the State Funding Board dredl@hairs of the Finance,
Ways and Means Committees of the Senate and theeHwmuRepresentatives that the reserve funds abe tased for this
purpose. The Commissioner shall report informationcerning the need to utilize these funds tosdr@us committees.

The reserve balance at the end of each of thdivadiscal years is as follows:

FISCAL YEAR
ENDED BALANCE
June 30, 2004 $217,000,000
June 30, 2005 275,400,000
June 30, 2006 324,700,000
June 30, 2007 542,900,000
June 30, 2008 750,000,000

The reserve is not estimated to increase for lfiggar ending June 30, 2009. The statutory reqerd for the reserve
to be 5% of estimated State tax revenues to beat#d to the general fund and education trust fusslachieved for fiscal year
ended June 30, 2008 and the estimated increaskdaeserve for fiscal year ending June 30, 2008esed a 7% level. The
State can give no assurance that the reservestml fyear ending June 30, 2009 will be maintairteti7&0 million. See “State
Finances - Financial Information and Budget Sumnfaryiscal years 2007-2008 and 2008-2009".

Financial Control Procedures

The State Constitution requires, for current opena, expenditures for any fiscal year not to exicéhe State’s
revenues and reserves, including the proceedsyadetst obligation, for that year. The State Cdnsbn prohibits the issuance
of debt for operating purposes maturing beyondetin@ of a fiscal year. State law permits tax apéition borrowing but any
amount borrowed must be repaid by the end of goalffiyear.

Generally, the executive branch controls the edjtere of State funds for the operation of Stateegoment. Two
important concepts are involved in the executiontre General Appropriation Act: preparation of wqskograms and
development of allotment controls. Analysts of Digision of Budget, Department of Finance and Adistration, and fiscal
personnel in the various State departments andcegenave the responsibility of reconciling the &ah Appropriation Act, as
approved, with the submitted budget. State lawireq that administrative agencies prepare a woogram for each fiscal
year. These work programs indicate separate arspasding requirements for payroll and other ofiregagxpenses necessary
to carry out agency programs. The head of any@geray revise the work program during the fiscaryeecause of changed
conditions and submit such revision for approvdl.the Commissioner of Finance and Administratiand &ahe Governor
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approve the revision, then the same proceduresfoew, approval and control is followed as in makihe original allotments.
The aggregate of all allotments after the revigiannot exceed the total appropriations made tagjeacy for the fiscal year in
guestion.

All expenditures of State administrative ageneies processed through the Department of Financédndnistration
and are measured against work program allotme®asings which may occur as a result of the diffeedoetween the amounts
provided in the work program allotments for payratid other operating expenditures and the amouwtisilly spent for those
expenditures accumulate throughout the fiscal ywdess a work program is revised to re-allot unspenounts. Likewise,
departmental revenue surpluses cannot be spentapmioved by the Commissioner of Finance and Adstiation and, in
some cases, reviewed by the Finance, Ways and Meamsnittees of the General Assembly. Such ceispahding control
offers executive flexibility relative to any anfpeited surplus or shortfall in the budget.

The Governor may effect spending reductions tgepflunforeseen revenue shortfalls or unanticipatgzenditure
requirements for particular programs. These spendeductions can take the form of deferred equignpeirchases, hiring
freezes, and similar cutbacks. If necessary, tbeefhior may reduce portions of administrative basigeior to allotment.
Furthermore, the Governor is authorized to callcedesessions of the General Assembly at any tionaddress financial or
other emergencies.

Financial Information and Budget Summary for Fiscal Years 2007-2008 and 2008-2009
Financial Information

The second session of the 105th General Assemhlyne of this year, acting upon the Funding Boaky 1, 2008
consensus recommendation (see “Revenue Growthivpetmlopted revised revenue estimates for fiscat §007-2008 which
recognized a revenue shortfall in total taxes i@ @mount of $479.9 million and a General Fund shlbraf $494.5 million.
The 2007-2008 budget was adjusted and passed I@aheral Assembly to accommodate the revised revestimates.

On an accrual basis, July is the twelfth monthisédl year 2007-2008. For the month, the GenenaldFs $66.6
million under budgeted revenue estimates and dvexaénue estimates are $49.6 million under budbeteenue estimates.
Year-to-date collections for twelve months in then@ral Fund were $511.3 million under budgetedmeseestimates and the
four other funds that share in state tax revenudiedatmns were $28.1 million over budgeted estirsateaving a net total
shortfall in the amount of $483.2 million. All nloers are unaudited

As of July 31, 2008, total revenue collections w$8e3 million below the revised estimate adoptedh® Funding
Board and $16.8 million less than the General Festinate. However, fiscal year 2007-2008 colletiare subject to final
accrual adjustment which could positively or negdti impact the revenue collections. These accadfistments are not
expected to be known until September 2008.

The General Assembly passed, and on June 23, B@0&dvernor signed, the Appropriations Bill for tiszal year
2008-2009 budget. The fiscal year 2008-2009 butiybtlanced with recurring revenues supportingimiéieg expenditures.
Revenue estimates for fiscal year 2008-2009 weteced by $478.9 million from the recommended budgetiment estimates.

Investor Updates for the fiscal year may be vieaedttp://www.comptroller.state.tn.us/econbus.htm

Revenue Growth

The official budgeted revenue estimates are basdtie State Funding Board’s consensus recommendatiopted by
the first session of the 105th General Assemblyune of 2007. At the State Funding Board meeteld bn May 1, 2008 the
Board adopted the following revised consensus navemowth projections:

Fiscal Year 2007-2008 Fiscal Year 2008-2009

Low High Low High
Total State Taxes 0.25% 1.00% 1.25% 1.75%
General Fund Only -0.50% 0.25% 1.50% 2.00%
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Budget Summary

The fiscal year 2008-2009 revised budget reflectsumber of reductions but it protects public etiocaby fully
funding the Basic Education Program (BEP), inclgdirew dollars for inflationary growth. The sizetbg state’s workforce
will be reduced by approximately 2,000 positionsl &64.4 million through a voluntary buyout prograrA one-time $50
million appropriation is provided to fund the buyou

TennCare, originally created in 1994 as one ofl#ngest government-run managed healthcare org@mmzgain the
country, is Tennessee's version of Medicaid. TodegnnCare provides healthcare coverage to appedglyn1.2 million
Tennesseans who are largely low-income childreegpant women and the disabled. In fiscal year 2B, TennCare
continued to control budget growth at sustainaélels at a time when, across the nation, Medicastiscare showing marked
increases that are projected to reach record badgétighs. The state emphasized during the budget prudent fiscal
management and appropriate investments with cestgagoals.

The state preserved certain reserve funds spdoifibe TennCare program in an effort to prevemidsa financial
instability from federal financing changes beyohd state’s control. As a social service progransetbudget is traditionally
counter-cyclical to an economic downturn, TennCafeiancial operations have been directed at tbgrpm to better manage
the potential increase in enroliment growth shdblel national economy not improve. In addition, stege secured TennCare
funding for needed home and community based gfotse long-term care program with the goal of emguadequate capacity
in this more cost-effective service option so asstaoncrease utilization of higher-costing instittmal placements.

TennCare also continued its competitive bid preegsh the managed care network moving from thedteidegion to
both the east and west regions in 2007. There amanaber of experienced managed care companies fgintpe TennCare
business. With the implementation of the new madagare contracts in late 2008 and early 2009, Tangis entire member
population will have the benefit of integrated bebeal and medical services with an emphasis oragie management and
improved health outcomes.

[Remainder of page intentionally left blank. OfiicStatement continues on the following page.]

11



The following tables compare sources and usegnafd for fiscal years 2007-2008 and 2008-2009:

Tax Revenue - Revised Estimate
Sales and Use Taxes
Other Taxes - DOR
Other Miscellaneous Revenues
Tobacco Funds
Lottery for Education Funds
Lottery - Energy Fund
Debt Service Fund Transfer
Reserve Transfers and Adjustments
Reversion - Overappropriation
Closing Reserves (SB 4186 / HB 4149)
Rainy Day Fund Transfer

Sub-Total Appropriations

Federal Funds

Current Services and Other Revenues
Tuition and Student Fees

Bonds

Total

2008-2009 Enacted Budget

Sources of Funds
As of June 30, 2008

Estimated Budget

Estimated Budget

9,595,132,800
3,391,550,200
1,009,926,200
295,000,000

9,568,329,800
3,266,603,000
1,0717a@5,

285,120,000

FY 2007-2008 FY 2008-2009 Difference
$6,866,400,000 $7,019,200,000 ,8816Q00
4,296,800,000 4,377,300,000 80,500,000

1,134,800,000 19089)00 (94,900,000)

160,600,000 159,500,000 (1,100,000)
271,200,000 ,208,000 36,900,000
- 90,000,000 ,C8D,000
106,000,000 - (106,000,000)
673,730,600 397,933,300 (275,797,300)
231,800,000 38,400,000 (93,300,000)
265,50D,00 - (265,500,000)
(207,100,000) (1) - 207,100,000
$13,799,730,600 $13,530,4380 $(269,297,300)

(26,803,000)
(124,947,200)
61,999,500
(9,880,000)

$28,091,339,800

$27,722,411,800

$(368,928,000)

(1) This amount reflects a transfer from the Generald®o the Rainy Day Fund.
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2008-2009 Enacted Budget
Uses of Funds
As of June 30, 2008

Estimated Budget

Estimated Budget

Program FY 2007-2008 FY 2008-2009 Difference
General Government $1,040,186,900 $979,664,900 $(BMBQA)
Education 8,157,094,600 8,353,500,300 196,405,700

Health and Social Services
Law, Safety, and Correction
Resources and Regulation

Business and Economic Development

Total General Fund

Transportation

Debt Service Requirements
Capital Outlay Program
Facilities Revolving Fund

Cities and Counties - State Shared Taxes

Total State Budget All Programs

Investment Policy

12,329,503,600 12,0424885, (286,968,200)
1,473,214,600 1,469,6%2,0 (3,592,600)
958,603,800 827,212,500 J4B300)
561,836,100 594850 (32,614,700)
$24,520,439,600 $24,266,985,900 88253,700)
1,747,240,200 1,940,427,900 193,187,700
329,342,000 322,047,000 9%/000)
453,514,200 172,686,000 (2®)Bm)
197,103,800 167,965,000 128,800)
843,700,000 852,300,000 8,600,000

$28,091,339,800

$222,411,800

$(368,928,000)

The Funding Board is charged with the establishnoérihe investment policy for the State. The Sthteasurer is

responsible for the management of the State Pdolastment Fund (SPIF) (which includes the Stata'sh, various dedicated
reserves and trust funds of the State, and thel ®ogernment Investment Pool) and the Intermedlaen Investment Fund
(ITIF) (which includes various funds able to udersger-term investment option).

The primary investment objective for the SPIFagety of principal, followed by liquidity and yieldNo investments
may be purchased with a remaining maturity of gnetitan 397 calendar days and the weighted avenagerity cannot exceed
90 days. Investment instruments authorized byltivestment Policy for the SPIF approved by the éstatinding Board
pursuant to Section 9-4-602, Tennessee Code Aretbttair purchase by the SPIF include (1) bondsssiahd treasury bills of
the United States or other obligations guaranteetbgrincipal and interest by the United Statesiry of its agencies; (2)
repurchase agreements for obligations of the Urfitiedes or its agencies; (3) certificates of degosbanks and savings and
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loan associations recognized as state deposifouiessiant to Section 9-4-107, Tennessee Code Areabhtptovided, however,
certificates of deposit shall be collateralized docordance with the provisions of Tennessee Codeotated; (4) prime
commercial paper that is rated in the highest cately at least two nationally recognized commerpaper rating agencies;
(5) prime bankers’ acceptances that are eligiblepiarchase by the Federal Reserve System; ande(@rises lending
agreements whereby securities may be loaned feeapfovided, however, eligible collateral as dedirin Section 9-4-103,
Tennessee Code Annotated, whose market valudessttequal to one hundred two percent (102%)eftlarket value of the
borrowed securities shall be required for each laad for purposes of this provision, eligible ctdlal shall include cash
collateral, which shall be equal to at least onednad percent (100%) of the market values of thredeed securities. For each
type of investment there are certain terms anditond that must be met. All book entry securitieschased are held by the
Federal Reserve Bank in the State Trust of Tenme&seount, or held by a custodian pursuant to @odisn agreement.
Securities not eligible for book entry at the Fed&eserve Bank are held by a custodian pursuaattstodian agreement.

The ITIF portfolio is designed to invest fundslomger-term investments than the SPIF in orderetoelit from the
normal steepness of the yield curve. The Statastmer will seek to enhance total portfolio retbyrmeans of active portfolio
management. The dollar weighted average matufittyeol TIF cannot exceed 3 years. An appropriatewnt of the fund will
be maintained in short term investments to coveergency withdrawals. No security will be boughthwa remaining life of
over five years. Investment instruments authorizgthe Investment Policy for the ITIF approvedtbg State Funding Board
pursuant to Section 9-4-602, Tennessee Code Aretbtidr purchase by the ITIF include (1) bondseea@nd treasury bills of
the United States or other obligations guaranteetbgrincipal and interest by the United Statesiry of its agencies; (2)
obligations guaranteed as to principal and intebgsthe federal home loan mortgage corporationeri@dnational mortgage
association, student loan marketing association @hdr United Stated government-sponsored cormorsiti(3) repurchase
agreements for obligations of the United Stategtolagencies; and (4) prime commercial paper thatied in the highest
category by at least two nationally recognized camrumal paper rating agencies. For each type afstment there are certain
terms and conditions that must be met. All bookyesecurities purchased are held by the Feders¢ii®e Bank in the State
Trust of Tennessee Account, or held by a custogiasuant to a custodian agreement. Securitiesligible for book entry at
the Federal Reserve Bank are held by a custodiesu@nt to a custodian agreement.

The State Trust of Tennessee, a non-profit cotjporastablished in 1979, is a limited member ef Hederal Reserve
Bank System.

In addition to the funds in the SPIF and the ITtHe Tennessee Consolidated Retirement Systenmsiopetrust fund;
the Baccalaureate Education System Trust, a prpateose trust; and the Chairs of Excellence Tragiermanent fund; are
authorized by statutes to invest in long-term itwents, including bonds, debentures, preferreckstiod common stock, real
estate and other good and solvent securities $ubjeice approval of the applicable boards of gest (See Note 5 A “Deposits
and investments” to the financial statements of3tate; see Appendix A.)

Accounting Standards

The Governmental Accounting Standards Board (“GASS the body responsible for promulgating accaugptand
financial reporting standards that are followed dvgte and local governments desiring to preserantiral statements in
accordance with generally accepted accounting jpes (‘GAAP”). The State adheres to GASB rulesl assues audited
financial statements in conformity with GAAP.

Other Post-Employment Benefits

The GASB recently issued GASB Statements (Nos.ad8 45) that provide accounting and financial répgr
requirements for retiree healthcare plans and eraplparticipants, commonly known as Other Post-Exyment Benefits
(“OPEB”). These GASB Statements have effectiveglalf fiscal year ended June 30, 2007 for the ptedh June 30, 2008 for
the employer.

State employees and teachers who meet specifietianieceive pension benefits provided to retitbesugh a defined
benefit plan administered by the Tennessee Coradelid Retirement System. In addition to retiremeenefits, certain
qualified retirees may continue participation irallle insurance sponsored by the State. Retireesand not yet eligible for
Medicare have access to the same benefits as temgoloyees and pay monthly premiums that vary dary of service at
retirement. The State has the flexibility to atjire benefits and premium sharing provisions mhediby insurance plans on
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an annual basis. After age 65, eligible retireedigipate in a Medicare supplemental plan. Thae®t financial support to
this supplemental plan is a fixed amount basedeamsyof service.

The first actuarial valuation of post-employmergdital benefits, as of July 1, 2005, was perforteedetermine the
impact of providing benefits to retired employee3.he study used an attained age actuarial cosdtadeind focused on each
state-administered plan as a whole. All four plamse evaluated—State Employee Group, Teacher Giamgal Government
Group, and Medicare Supplement.

A second actuarial valuation of post-employment icadoenefits, as of July 1, 2007, has been coraglethis study
was conducted using a projected unit credit aciliarost method and focused on individual employeithin each plan.
Primarily as a result of the change in scope fa $kcond valuation, the two valuations are not eoatge. The State’s
obligation resulting from the new study is summedibelow. The annual required contribution (ARG)gists of the normal
cost (the portion of the actuarial present value @®EB benefits which is allocated to a valuati@aryby the actual cost
method) and an amortization of the unfunded acalifiability.

(expressed in thousands)

Unfunded
Actuarial Liability ARC

State Employee Group Plan

(including Component Units) $1,805,582 $187,372

State obligation on behalf of teachers 252,546 25,579
Medicare Supplemental Plan

State obligation for employees

(including Component Units) 200,080 14,900

State obligation on behalf of teachers 140,464 10,064
Total State Obligation $2,398,672 $237,915

The actuary reports may be reviewed http://www.tennessee.gov/finance/act/OPEB.html Subsequently, the State
intends to obtain biennial actuarial valuations.

The State has no obligation for the Local Governin@&moup Plan.

This data will be reported in the State’s CAFRfiecal year 2007-2008. For fiscal year 2008-200@, State will not
fund any actuarially determined OPEB liability lnitl continue to use pay-as-you-go funding of attuests of OPEB liabilities
incurred for the fiscal year. Both active empleyemd pre-age 65 retirees are offered the saméhhesie plan options. The
State has the flexibility to adjust the variousrptaptions on an annual basis. It will continuaialyze the cost of the choices
available to current employees and retirees andccdise of the choices on the employees, retireestlamdbtate’s cash flow to
manage these expenditures going forward.

Financial Reporting and Budgeting Awards

The Government Finance Officers Association oftinéted States and Canada (the “GFOA”") has awa@hstificates
of Achievement for Excellence in Financial Repagtiboth to the State of Tennessee for its comprebersinual financial
report every year since the fiscal year ended BMhel979 and to the Tennessee Consolidated RetiteBystem for its
financial report every year since the fiscal yeaded June 30, 1988. To be awarded a CertificatAobfievement for
Excellence, a governmental unit must publish arilyeasadable and efficiently organized compreheasinnual financial
report, the content of which conforms to programndards. Such reports must satisfy both geneeaitgpted accounting
principles and applicable legal requirements.

The GFOA also presented its Distinguished Budgesé&htation Award to the State for its annual budyethe fiscal
years ended June 30, 1992 through June 30, 199%Jame 30, 1998 through June 30, 2008. To recdiige dward, a
governmental unit must publish a budget documesit tieets program criteria as a policy documengnasperations guide, as
a financial plan and as a communication device.
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DEBT OF CERTAIN AGENCIES AND AUTHORITIES

The following entities are the corporate governtakagencies and instrumentalities of the Statbai#ed to issue
various debt instruments. The State is not lidbteany debt instrument issued by any of the foltayventities, and no such
debt instrument is a debt or obligation of the &tid the full faith and credit of the State is pleddged to the payment thereof.

The Tennessee Local Development Authority

In 1978, the General Assembly created the Tenrdsseal Development Authority (the “TLDA”) [Sectisrd-31-101
et seq., Tennessee Code Annotated]. TLDA is aotatp governmental agency and instrumentality ef $ttate. TLDA is
authorized to (i) loan funds to local governmerds gewage treatment and waterworks (the “State [Ragrams”), capital
projects, fire fighting equipment, and airport fdigs; (ii) loan funds to certain small businesmcerns for pollution control
equipment; (iii) make funds available for loans fgricultural enterprises; (iv) make loans to ratfrofit organizations
providing certain mental health, mental retardatiand alcohol and drug services; and (v) make ldarniscal government
units to finance construction of capital outlay jpots for K-12 educational facilities. In order ftnd these loans, TLDA is
empowered to issue its bonds and notes. The aggregnounts outstanding for certain programs angdd as follows:
$10,000,000 for firefighting equipment; $200,00@0fdr airport facilities; $50,000,000 for pollutiooontrol equipment;
$50,000,000 for mental health, mental retardatemmd alcohol and drug services; $30,000,000 forcaftiral enterprises;
$15,000,000 for petroleum underground storage teeknup costs; and $75,000,000 for capital outlejepts for K-12
educational facilities.

Bonds and notes issued by TLDA are secured byin(the case of loans to local governments, morgesived by
TLDA under loan program agreements with the loaategnments and by the local government's allocatibstate-shared
taxes; (ii) in the case of loans to small businemscerns, monies received under agreements witketboncerns; (iii) in the
case of agricultural loans, monies received undeeements with lenders and a pledge of any monepnie or revenue from
any source; (iv) in the case of loans to not-fasfiprorganizations, monies received under Stat@tgagreements and a pledge
of the department of mental health and mental detéon's annual budget; and (v) in the case ofddariocal government units
to finance construction of capital outlay projedts K-12 educational facilities, monies received DDA under loan
agreements with local education agencies payabie faxes authorized to be levied for the purposkcantain proceeds of the
Tennessee lottery for education.

Currently the only program being funded by TLDAtle State Loan Program. As of July 31, 2008, TLb&d
$56,255,000 (unaudited) of bonds and $56,345,008udited) of bond anticipation notes outstandingtiss program.

The Tennessee State School Bond Authority

In 1965, the General Assembly created the TenaeSte School Bond Authority (the “Authority”) [S®ns 49-3-
1201 et seq., Tennessee Code Annotated]. The Attli®a corporate governmental agency and insénuiality of the State of
Tennessee. The Authority is authorized to isssiddnds and notes to finance capital outlay progréomhigher educational
facilities which may be required or convenient fbe purposes of The University of Tennessee, inclydts branches and
divisions, and for the purposes of the institutiofiiigher education under the supervision and adhtration of the Tennessee
Board of Regents of the State University and Comitgu@ollege System of the State of Tennessee. 9801the General
Assembly further authorized the Authority to issteebonds or notes to provide funds for the makifigtudent loans by the
Tennessee Student Assistance Corporation; howeeesuch bonds or notes have been issued for thpope. The Authority
also is authorized to issue Qualified Zone Acad®uogds (“QZAB") to finance improvement loans to egiand counties for
qualifying K-12 schools.

Generally, all outstanding higher educationallfgcdebt obligations of the Authority are secutdfinancing charges
payable under contracts and agreements enterethyritce Authority and the Board of Trustees of Theversity of Tennessee
and the Tennessee Board of Regents of the Stateetdity and Community College System of the Stdt@ennessee, as
successor to the State Board of Education; legislappropriations; and certain funds and accoastablished by the Higher
Educational Facilities General Bond Resolutionghef Authority. The QZAB bonds are part of a Fetlgmvernment program
in which a Federal income tax credit is given teestors in lieu of interest on the bonds and areirsel by the general
obligation pledge and the unobligated state-sheaees of the borrowers.
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As of July 31, 2008, the Authority had outstandB@@0,142,000 (unaudited) aggregate principal amotimigher
educational facility bonds (including accretion @bllege Savings Bonds), $243,229,000 (unauditedhigher educational
facility commercial paper, and $57,210,000 (unadjiaggregate principal amount of QZAB bonds.

The Tennessee Housing Development Agency

In 1973, the General Assembly created the Tenrddeasing Development Agency (the “Agency”), [Sect 13-23-
101 et seq., Tennessee Code Annotated (the “Temmédsusing Development Agency Act”)]. The Agensyauthorized,
among other things, to issue its bonds and notesalee funds available for the financing of residrtiousing for persons and
families of lower and moderate income.

The Agency has established a mortgage financergmogand is making funds available for loans foridestial
housing for persons or families of lower and moteeiacome. Such loans are secured by eligible gages on the properties.
The Agency has made, but does not currently makasl for multi-family residential housing for rehsacupancy.

In order to accomplish its objectives, the Genérsgembly has authorized the Agency to issue itslband notes,
provided that the aggregate principal amount ontitey on such bonds and notes may not exceed $2®B000, excluding
bonds and notes which have been refunded. Thedygenet indebtedness, excluding the refunded haatd3une 30, 2008,
was $1,985,990,000 (unaudited).

Obligations of the Agency are secured by, amoihgrothings, mortgage loans made by the Agency ttoermproceeds
of such obligations. The Tennessee Housing Deusdop Agency Act provides a mechanism for certifyfinghe Governor and
to the Commissioner of Finance and Administrationoants, if any, needed for debt service or opegadrpenses of the
Agency and authorizes the General Assembly to gpjat®, to expend and to provide for the paymensuzth amounts, but
imposes no legal obligation upon the General As$etabdo so. These provisions of the TennesseesidguDevelopment
Agency Act do not constitute a legally enforceatidigation of the State to pay any such amountaddd the Constitution of
the State, no monies may be withdrawn from the Susabut in consequence of appropriations madawy |

Watkins Institute

Watkins Institute (the “Institute”) is an educat# institution located in Nashville. Since 188ie State has served as
trustee of a trust providing for the maintenancehef Institute. On behalf of the State as trusieg with the approval of the
State Senate, the Governor of the State appointenissioners of the Institute, all as provided ir thills and codicils
establishing the trust. In 1956, the Chancery €ouibavidson County determined that the Institwtes a State agency for the
purpose of providing capital improvements througk tssuance of bonds. As of July 31, 2008, theuamnof outstanding
bonds was $3,386,124 (unaudited).

State Veterans' Homes Board

In 1988, the General Assembly created the TenaeStme Veterans' Homes Board (the “Veterans’ HoBuesd”)
[Sections 58-7-101 to 58-7-112, inclusive, TennesSede Annotated]. A political subdivision andtimsnentality of the State,
the Veterans’ Home Board is authorized to issuedébt instruments to finance public homes for thppsrt and care of
honorably discharged veterans of the United Statesed forces. Such homes will be established drfederal Veterans'
Administration funds are available to provide arshaf the construction and operation costs. Rudhe issuance of any debt
instruments, the Veterans’ Homes Board must redsieeapproval of the Funding Board. The Veteratanes Board has no
outstanding bonds. Loans to the Veterans’ HomeardBavere funded through the issuance of generagatin bonds
authorized by the General Assembly.
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THE TENNESSEE CONSOLIDATED RETIREMENT SYSTEM

The Tennessee Consolidated Retirement System (STORas established in 1972 to administer a retéenprogram
for the public employees of the State. In 1972 $leven existing State retirement systems weredlasnd all assets and
liabilities of these superseded systems were tearesf to the TCRS. TCRS membership consists ¢ sployees, higher
education employees, teachers, and local governerapioyees. Local governments have the optioroito TCRS and are
responsible for the pension liabilities associatétl their employees.

TCRS provides retirement, disability and deathdfiehto TCRS members and their beneficiaries. s€heenefits are
available to members at various times dependingheir ages and creditable service records. Benefi¢ determined by a
formula using the highest five-year average sadawy years of service of each employee. Benefgduarded from contributions
of members and employers. Contributions are deteython an actuarial reserve basis and provideifignidr both normal and
accrued liability costs. Effective July, 1981, pumnt to noncontributory legislation, contributiasfaup to five percent (5%) of
the earnable compensation of most classes of atatehigher education employees, formerly paid lms¢hemployees, were
assumed by the State.

Through June 30, 2007, employers contributed $784llion to TCRS while contributory members cobtried $232.7
million. The earnings on investments equaled & $8lion gain for the System through June 30, 200% a result of the
positive cash flow for the TCRS, the reserves iasee to $32.4 billion as of June 30, 2007. Thestment objective for TCRS
is to obtain the highest available return on inwesits consistent with the preservation of princiglaile maintaining sufficient
liquidity to react to the changing environment dndpbay beneficiaries in a timely manner. TCRS eagites a conservative,
high quality portfolio to ensure the soundness GRB5 and the ability to provide the needed fundsxuponember's retirement.
Funds in TCRS are actively managed with a divadifbortfolio of high quality domestic and intermatal stocks and bonds,
real estate, mortgages and money market instrumditits investment policy of TCRS is establishedh®yBoard of Trustees of
TCRS and may be more restrictive than the statwtotfority.

An experience study of TCRS is conducted every j@mars. The last experience study was conducteaf dune 30,
2004 and the resulting assumptions were adoptedhforjuly 1, 2005 actuarial valuation. The 200d 2004 experience
studies, currently in effect for the periods beiligclosed, kept the investment assumption at 7 M2f#te the annual salary
growth rate was reduced to approximately 4%% &ssaltrof a revised age graded salary scale. Tkeeaxperience study will
be for the period July 1, 2004 — June 30, 2008y Aew assumptions will be adopted for the periogitb@ing July 1, 2009.

In addition, an actuarial valuation is made evevg years. The actuarial valuation as of July Q0% and 2007
incorporated the 2004 experience study assumptios.actuarial purposes, investments were valsaujua five-year moving
market average. The results of the actuarial velngerformed on July 1, 2007 have been incorgar@ito contribution rates
effective July 1, 2008. The next actuarial valomtwill be performed as of July 1, 2009 and theiltsswill be incorporated into
the contribution rates effective July 1, 2010.

The accrued liability of TCRS, based on the presatue of benefits for past and future services watimated to be
$360.1 million at June 30, 2007. Of this accruedility, $34 million is attributable to the Staté Tennessee. As of June 30,
2007, TCRS had 211,287 active members and 98,108denembers: as of June 30, 2006, TCRS had 28'468ve members
and 93,434 retired members.

The Governmental Accounting Standard Board “GA$®ued Statement No. 2kinancial Reporting for Defined
Benefit Pension Plans and Note Disclosures for mgfiContribution Plans”requiring information in the notes to the finarcia
statements relating to the funding progress of masipe plan. Expressing the unfunded actuarial wegtrliability as a
percentage of annual covered payroll approximaddjysts for the effect of inflation and aids anelysf the progress made in
accumulating sufficient assets to pay benefits wiigsn Generally, the smaller this percentagéhisstronger the system is.
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The fiscal year ended June 30, 2007 is presentaddordance with GASB Statement No. 25 as follows:

State Employees, Teachers and Higher Education Emplees Pension Plan(SETHEEPP)/ Political Subdivision Pension Plan
(PSPP) (Unaudited)

Schedules of Funding Progress

(Dollars Expressed in Thousands)

UAAL as a
Actuarial Actuarial Accrued Unfunded Annual Percentage of

Valuation Actuarial Liability (AAL) AAL Funded Covered Covered

Date Value of Assets Frozen Entry Age  (UAAL) Ratio Payroll Payroll

(@) (b) (b-a) (a/b) (c) ((b-a)lc)
SETHEEP 07/01/0¢ $23,627,16 $23,666,96 $39,80° 99.83%  $5,245,98 0.76%
07/01/0: 22,099,25 22,151,74 52,49: 99.76% 4,773,29 1.10%

07/01/0: 20,760,98 20,842,21 81,22; 99.61% 4,451 ,45. 1.82%

07/01/9¢ 18,327,13 18,420,15 93,02: 99.49% 4,132,40! 2.25%

PSPF 07/01/0¢ 4,124,01 4,450,12' 326,11 92.67% 1,890,96i 17.25%
07/01/0: 3,605,52 3,923,47! 317,94¢ 91.90% 1,731,13! 18.37%

07/01/0: 3,187,99 3,528,13 340,14° 90.36% 1,545,59 22.01%

07/01/9¢ 2,690,78. 2,890,94. 200,16: 93.08% 1,341,36: 14.92%

The SETHEEP is comprised of a number of employeapgs. However, the unfunded liability of $34 noill at July 1,
2007 is attributable to one employee group, Statlgyds and Attorney General employed prior to Jult972. The PSPP
represents 444 participating entities at July J720The unfunded liability of $326.1 million istdbutable to 353 of the 444

entities.

The information presented in the required suppheargy Schedule of Funding Progress was determisquhet of the
latest actuarial valuations as of July 1, 2005.diidnal information follows:

Valuation Date
Actuarial cost method
Amortization method

Remaining amortization period

Asset valuation method

Actuarial assumptions:

SETHEEPP

PSSF

7/1/2005
Frozen Entry Age
Level Dollar

10 Years
closed period

5-year Moving
Market Average

7/1/2005
Frozen Entgg A

Level Dollar

@)

closed period

5-year Moving
Market Average

Investment rate of return 7.50% 7.50%
Projected salary increases 4.75%(3) 4.75%(3)
Includes inflation at (2) (2)
Cost-of-living adjustments 3.00% 3.00%
Increase in Social Security wage base 3.50% 3.50%

(1) The length of the amortization period varies byitjmall subdivision, not to exceed 30 years.
(2) No explicit assumption is made regarding the poréitiributable to the effect of inflation on saésri
(3) Uniform rate that approximates the effect of a gchshlary scale.
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LITIGATION

Due to its size and broad range of activities, Skete and its officers and employees are invoimel number of legal
actions. In view of the financial condition of tBéate, it is the opinion of the Commissioner afdfice and Administration that
the State’s financial condition will not be matdsiaaffected by such litigation, based on infornoatiknown at the date of this
Official Statement.

On January 1, 1994, after receiving a waiver fitb United States Department of Health and Humani&s, the
State replaced a substantial portion of its Medidarogram with a managed care demonstration projgttd TennCare.
TennCare has been the subject of much litigatiod, several cases remain active.

Grier, et al. v. Goetz, et a(UJ.S. District Court, M. D. Tenn.) deals with tpeocedural protections to be afforded all
enrollees when TennCare services are denied, dklayspended, or terminated. A revised consenmedesetting out these
procedural protections was entered on October 289,1and modified by order entered September 28320 he 2003 Revised
Consent Decree has been further modified pursuaatseries of orders entered in 2005 granting b grad denying in part a
Motion to Modify the Revised Consent Decree filgdthe State on June 15, 2005. The State’s largatgessful Motion to
Modify has enabled the State to enact much neegfedms to the TennCare program such as placingdior the prescription
drugs the State must provide when prescribed witpaor authorization, allowing the State to impased enforce numerical
limits on certain benefits, allowing the State todify the rules of medical necessity, allowing tB&te to dismiss without
hearing enrollee appeals that fail to raise a viaadual dispute, and restoring TennCare’s abilitythe single-state Medicaid
agency, to have adverse decisions by an adminigratv judge reviewed by the Commissioner or l@signee.

Rosen, et al. v. Commissioner of Finance and Adination (U.S. District Court, M. D. Tenn.), a class actfdad on
behalf of all waiver eligible TennCare enrolleegald with the due process protections to be aftbride persons whose
TennCare applications are denied or whose Tenn@amrage is terminated. In January 2005, GoveBnedesen announced
TennCare changes under a plan that stopped shogtushing to traditional Medicaid by preservingreage for children, but
that limited benefits and reduced enrollment in f@are Standard for adults and required disenroltnfram TennCare of
non-Medicaid eligible adults.

Within days of the State announcing its plan tdrads a significant fiscal problem by reducing dmrent in the
TennCare program, the District Court Rosen, sua spontecheduled a hearing to determine whether thetauitdge policy
choice to change the eligibility design of the T€ane program would violate the terms of the Agr@der of March 2001,
which provides that the State, when terminatingrikeare coverage, will comply with the due procespirements of federal
law. The District Court enjoined the State fromuing forward to implement disenroliments, pendihg tonclusion of the
hearing. Upon the State’s interlocutory appea, thnited States Court of Appeals for the Sixth Girceversed the District
Court, concluding in an opinion entered April 1208, that the District Court had exceeded the sobpes authority in the
case by preventing the State from making substarmtianges to the TennCare program.

On remand to the District Court, that Court agaijoined the State from beginning the disenrollngntess, finding
that the State’s disenrollment procedures, evenghapproved by the Centers for Medicare and MétiiSarvices (“CMS”),
violated due process. That ruling was also redebsethe Sixth Circuit on appeal by the State, inoginion entered May 27,
2005. Thereafter, the State began and has simcessfully concluded the disenrollment processer&thave been no further
proceedings challenging the State’s implementatfdhe approved disenrollment and appeal procedures

John B., et al. v. Goetz, et §U.S. District Court, M. D. Tenn.) is a class antibrought on behalf of all TennCare
enrollees under the age of 21, alleging that tla¢eStas not meeting its obligation to provide thasié&ren with the early and
periodic screening, diagnosis, and treatment (ER3ilvices required by the federal Medicaid AcheTase was settled by a
consent decree in March 1998. In an opinion fite@ecember 2001, following a hearing on plaintiffeotion for a finding of
contempt, the court found that the State was ifatimn of federal EPSDT law. The Court did appa@rgpecial master to assist
it in monitoring the State’s compliance. In Jur@2, plaintiffs’ counsel filed another motion toosh cause why the State
should not be found in contempt for its allegedufa to comply with the 1998 consent decree in tisise. That motion was
followed, in August 2004, by the plaintiffs’ motidor further relief, requesting an order directithg Court-appointed Special
Master and his experts to develop a proposed rexhpldin to bring the State into compliance withpabvisions of the consent
decree at the earliest possible time. In an oedéered in October 2004, the Court granted thenpifes’ motion for further
relief, without an evidentiary hearing, finding thavhile the State had made progress toward comgiafurther relief was
necessary to ensure that the medical needs ofpgpeximately 550,000 TennCare-enrolled children @et. In granting
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further relief, the Court put forward a detaileddamomprehensive proposed remedial plan, draftatidyspecial Master and his
experts, to which the State objected in its entit®ith on substantive grounds and because the ggaprared to have been
developed followingex partecommunications between the Court and the Specaesit®a.

Before the State’s objections to the remedial plene ruled upon and before this plan was imposethe State, this
case was placed on moratorium and the Special Mashaties were suspended. When the moratoriumlifted in November
2005, the remedial plan was vacated and the Spdeisier, subsequently removed as special masterasked to remain as an
advisor to the Court. Additionally, in early 2006dge Nixon, who had been presiding over this matéeused himself and the
case was transferred to Judge Haynes. Under Jdagees the Court has indicated that it intendsdld la hearing in which
the State will bear the burden of demonstratings itn compliance with the Consent Decree and fddeRSDT law. In
addition, assuming the State does not demonstrateompliance, the Court will consider and rule mpehat remedial plan
should be imposed on the State including but nmuoitéid to the 2004 remedial plan that had been edcatA date for the
hearing has not been set, but the parties have dregmged in extensive discovery regarding the ‘Statempliance with the
Consent Decree in preparation for that hearing.

Newberry, et al. v. Goetz, et §U.S. District Court, M. D. Tenn.) is a class antifiled as a challenge to TennCare
policies and practices related to the provisiomarfe health care services to enrollees. The camplas later expanded to
challenge a proposed limit of 125 visits a year Newberry the State must ensure that TennCare enrollees/egsome health
care from the Managed Care Organizations (MCO) edically necessary. The settlement also providethe withdrawal of
the proposed reduction of home health care benefitse financial impact on the State of these clkeangll depend on the at-
risk status of the MCOs and the level of utilizatiaf these services. A further aspect of theeyattht agreement, although it is
not a term that is judicially enforceable, is thtat&'s commitment to work to develop home and comitytbased alternatives
to nursing home placement. An express conditioinaf agreement is that it must be budget neutrtii¢ State.

Brown v. Tenn. Dept. of Finance and Administrat{@hS. District Court, M. D. Tenn., No. 3-00-066i) a class
action filed on behalf of individuals with mentatardation and other developmental disabilitiesingifor services to which
they are entitled under the Medicaid program. TBuate, currently, has at least 5,000 persons oraiting list for these
services. The plaintiffs assert that the statutiomt on the number of Intermediate Care Facifity Mental Retardation beds
and the restriction on the number of individual$eatp be served under the Home and Community-B&srdices Waiver
violate the right of eligible Tennesseans to reeedervices in an adequate amount, duration ancesaog with reasonable
promptness as required by the Medicaid Act. Th8. WDistrict Court has approved a settlement agraéméJnder this
agreement, the State obtained a new Home and CoitynBased Services Medicaid waiver that is cappedi3®,000 per year
per person and incorporates self-determination cipias. While the State asserted that it met thguirements of the
settlement agreement for the first two years, tlantiffs filed a motion seeking specific perfornt@nbased on alleged non-
compliance with the requirements for the first tyears. On June 30, 2008, the District Court issuétemorandum Opinion
and Order finding that the State had met the reguénts of the settlement agreement for the firstyears and denying the
plaintiffs’ motion for specific performance. Thedrict Court granted plaintiffs’ motion to set dal regarding the State’s
liability for the remaining three years of the k=tient agreement. In addition, negotiations betvibe State and the plaintiffs
came to an impasse on the expansion of enrollnfentfie remaining three years of the settlemeneagent. The State has
filed a motion seeking to vacate the settlemeneamgent on the basis that recent controlling preddaas now made clear that
the settlement agreement was based upon a midied@inpremise. This motion was denied by the Ristourt and is now on
appeal to the Sixth Circuit Court of Appeals. Araloargument is scheduled for September 22, 200&he State is not
successful on appeal, there may be an increaséate 8penditures due to the expansion of enrolirnrethe waivers. The
State is unable at this time to estimate the piztklibility of the State.

United State of America v. State of Tennesseen@fidh Developmental Centgi).S. District Court, W. D. Tenn.) is
a case brought pursuant to the Civil Rights ofitnsbnalized Persons Act, alleging that the cdnsitinal rights of residents at
Arlington were being violated. The trial was in dust, 1993. A remedial order was approved on &ampte 1, 1994. Since
entry of the remedial order, six separate conteanpons have been filed. Some of these have essititfines against the State.
The Court subsequent to the remedial order hagdsan order interpreting the third category of deénition of class, i.e.,
persons at risk of being placed at Arlington Depetental Center, to consist of all individuals wheside in West Tennessee
and who have demonstrated medical needs suffitienéquire institutional care in the absence of B@n community-based
services. This interpretation increases the nurobetass members from 452 to an estimated 3,08(otice of appeal was
filed with the Sixth Circuit Court of Appeals andstay granted. A new settlement agreement waheebto resolve the at risk
class definition interpretation. Under the newimi&bn, the scope of the class has been more néyrdefined than in the
order entered by the District Court and pendinghia Sixth Circuit. It is not possible at this tineeknow how many additional
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individuals will be added to the Arlington classden this new settlement agreement or the potelisibility to the State to
provide additional services to these individuaBut, it is expected to be substantially less thaden the prior order. In
addition, the State has agreed to close Arlingtemdlbpmental Center, which closure should occwabout three to four years.
A new motion for contempt has recently been fildgk (7th contempt action in this case). This motileges that recent budget
reduction efforts have resulted in a denial of m&wto class members. While the State conceddsrélcent cost reduction
efforts have been implemented, the State deniestttese efforts actually violate any court ordefhis motion is at the
discovery stage and no hearing has been set.

At this time, there are two lawsuits pending agaithe State of Tennessee that could affect thenpats the State
receives under the 1998 Tobacco Master Settlemgneéeent (“MSA”). The first lawsuit iS&M Brands, et al. v. Paul
SummergU.S. District Court, M. D. Tenn., No. 05-0171)laavsuit filed by a regional tobacco company basedirginia (that
is not a member of the MSA), wherein the Plairisfthallenging Tennessee’s tobacco escrow statuiteS&M Brands Judge
Thomas Wiseman has dismissed all claims brougt8&y Brands, except a claim relating to the applaatof Tennessee’s
escrow release provision. For that claim, Judgesewian has ruled that Tennessee’s enforcement oédtrew release
provision is an unconstitutional, retroactive apation of law that violates Plaintiff's due procegsghts. The State appealed
this ruling to the Sixth Circuit Court of Appeal©n April 19, 2007, the Sixth Circuit, in an unpighled opinion, affirmed in
favor of the State on the principal issues in thpeal. On May 13, 2008, the Court reversed andneled the District Court’s
grant of partial summary judgment on the Plaintiffiie process claim, holding that sovereign immymirecluded
consideration of the due process claim of Plamtififhe Plaintiff's filed a petition for a full pahrehearing on May 28, 2008.
If the Court grants the petition, and if the Stliges on this issue, the result would have no mnieakifiscal impact on the
State or the State’s ability to receive future tmmasettlement payments. In the second law&rénd River Enterprises Six
Nations Ltd., et al. v. Pryor, et U.S. District Court, Southern District of New Yomo. 02-05068), the Second Circuit Court
of Appeals reversed the District Court’s order d&simg the Tennessee Attorney General and otheNswn York Defendants.
The Second Circuit ruled that the Southern DistofcNew York has jurisdiction over the Tennessetorkiey General, and
other non-New York Defendants, based on the faat Befendants traveled to New York to negotiate Mester Settlement
Agreement. Tennessee and the other Defendant®pet the United States Supreme Court for a writestiorari, however
the Supreme Court declined to review the Seconduiis ruling. The case has been remanded to thwh®rn District Court
of New York and the parties are currently engagmthe discovery process. Tennessee has filedtomt sever plaintiff's
claims against Tennessee and transfer the cadeetBistrict Court for the Middle District of Tenrses, in Nashville. The
State is awaiting a ruling on this issue. If these is transferred, it is likely that a motion tendiss will be filed shortly
thereafter. If the case remains in the Southestridt of New York, the parties will continue engag in discovery. Once
discovery is concluded a determination will be magérennessee and the other Defendants as to wheetimetion to dismiss
the case can be filed.

In addition to the above lawsuits, the State caoeltkive reduced MSA payments pursuant to proviscaméained in
the MSA that allow for the Participating Manufaets (“PMs”) to withhold payments under certain gimstances. These
provisions, referred to in the MSA as the “Non-Rapating Manufacturer (“NPM”) Adjustment”, may bepplied to the
settlement payments received by the Settling Statekiding Tennessee. In order for the adjustmerstpply, there are several
pre-conditions that must be satisfied. First, ¢herust be more than a two percent (2%) market dbaseexperienced by the
PMs. Second, the disadvantages experienced BMseas a result of the MSA must have been a sigmififactor contributing
to their market share loss. States that have eda@ctmodel escrow statute and “diligently enforaeéduring the time period in
guestion have a safe-harbor against the adjustment.

The proceeding to determine whether the MSA's isions were a significant factor in the PMs’ markkare loss was
concluded on February 6, 2008. The economic fietected by the States and PMs concluded that thaddantages
experienced by the PMs during 2005 as a resulh@fMSA’s provisions were a significant factor iretRMs loss of market
share. As a result of the significant factor detieation, certain PMs withheld approximately $14liom of their 2008 MSA
payment. Currently, Tennessee and nineteen (b@y &tates are in the process of initiating antetidon proceeding, against
the PMs, to determine whether Tennessee has diljgenforced its model escrow statute. If the &tatevails in the diligent
enforcement action, it will recover the funds thware withheld by the PMs this year, as well as hthholdings in 2006
(approximately $18 million) and 2007 (approximat8hs million). If the PMs prevail, the withheldrfds will not be released
to the State and the State may be subject to additMSA payment withholdings.

The multi-state arbitration proceeding to detemmivhether Tennessee has diligently enforced itsetnegtrow statute
is in the very preliminary stages. The States Bh$ are in the process of negotiating proceduraswiil be followed for the
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arbitration. Additionally, the total number of &ta that will take part in the arbitration procemgihas not been determined.
No date for the arbitration proceeding has been set

In addition, the Independent Auditor responsildie disbursing settlement payments may elect tamnearily make
adjustments to the State’s tobacco settlement patgmeithout resorting to litigation. These potahtadjustments, most
notably relating to the volume, have been mad&@past and may be made in the future. The Stayevigarously dispute any
such adjustments or withholdings, but it could ts&ers to have those disputes resolved. Lastigation in other states may
have a material effect on the tobacco settlemeyrmpats in the State.

TAX MATTERS

Federal Tax Matters - Series A Bonds
General

In the opinion of Hawkins Delafield & Wood LLP, Bd Counsel to the State, under existing statutes court
decisions and assuming continuing compliance wétttaén tax covenants described herein, (i) inteoasthe Series A Bonds is
excluded from gross income for Federal income tapppses pursuant to Section 103 of the InternakRa® Code of 1986, as
amended (the “Code”), and (ii) interest on the &erh Bonds is not treated as a preference itenalcutating the alternative
minimum tax imposed on individuals and corporatiamgler the Code; such interest, however, is indudethe adjusted
current earnings of certain corporations for puegosf calculating the alternative minimum tax imgub®n such corporations.
In rendering its opinion, Bond Counsel has reliedcertain representations, certifications of facig statements of reasonable
expectations made by the State in connection wi¢hSeries A Bonds, and Bond Counsel has assumeplieoice by the State
with certain ongoing covenants to comply with applile requirements of the Code to assure the emnolwf interest on the
Series A Bonds from gross income under Sectiondf@®3e Code.

Bond Counsel expresses no opinion regarding amgr dtederal tax consequences with respect to ttiesS& Bonds.
Bond Counsel renders its opinion under existingusta and court decisions as of the issue dateaasuimes no obligation to
update its opinion after the issue date to reftagt future action, fact or circumstance, or chaimgkaw or interpretation or
otherwise. Bond Counsel expresses no opinion #iset@ffect of any action hereafter taken or n&eta in reliance upon an
opinion of other counsel, on the exclusion fromsgrimcome for Federal income tax purposes of iatene the Series A Bonds.

For the proposed forms of opinions of Bond Coumnekting to Federal tax matters, see Appendix C.
Certain Ongoing Federal Tax Requirements and Contna

The Code establishes certain ongoing requiremisatismust be met subsequent to the issuance anergedf the

Series A Bonds in order that interest on the SeXiBeands be and remain excluded from gross inconmteu Section 103 of the
Code. These requirements include, but are notdiiio, requirements relating to use and expergibfigross proceeds of the
Series A Bonds, yield and other restrictions oregiments of gross proceeds, and the arbitrageerebatirement that certain
excess earnings on gross proceeds be rebated feetlezal government. Noncompliance with such remguénts may cause
interest on the Series A Bonds to become includedross income for Federal income tax purposesaetive to their issue
date, irrespective of the date on which such nomtiamce occurs or is discovered. The State hasranvted to comply with
certain applicable requirements of the Code torastie exclusion of interest on the Series A Bdinois1 gross income under
Section 103 of the Code.

Certain Collateral Federal Tax Consequences

The following is a brief discussion of certainlatéral Federal income tax matters with respethéoSeries A Bonds.
It does not purport to address all aspects of Rédaxation that may be relevant to a particulanewof a Series A Bond.
Prospective investors, particularly those who mayshbject to special rules, are advised to cortheitr own tax advisors
regarding the Federal tax consequences of ownidglaaposing of the Series A Bonds.

Prospective owners of the Series A Bonds shoulcaware that the ownership of such obligations mesgult in
collateral Federal income tax consequences to warategories of persons, such as corporationkidiimg S corporations and
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foreign corporations), financial institutions, pesty and casualty and life insurance companiesyiithaal recipients of Social
Security and railroad retirement benefits, indidtiuotherwise eligible for the earned income taeditr and taxpayers deemed
to have incurred or continued indebtedness to @mselor carry obligations the interest on whichxidieded from gross income
for Federal income tax purposes. Interest on #ré&eS A Bonds may be taken into account in deteimgithe tax liability of
foreign corporations subject to the branch prdéitsimposed by Section 884 of the Code.

Original Issue Discount

Original issue discount (*OID”) is the excess oétbum of all amounts payable at the stated matofigy Series A

Bond (excluding certain “qualified stated interettat is unconditionally payable at least annuatiprescribed rates) over the
issue price of that maturity. In general, the Usgprice” of a maturity means the first price aiakha substantial amount of the
Series A Bonds of that maturity was sold (excludéades to bond houses, brokers, or similar peraotisg in the capacity as
underwriters, placement agents, or wholesalens)geheral, the issue price for each maturity oféSeA Bonds is expected to
be the initial public offering price set forth dmetinside cover page of this Official Statemenon®& Counsel is of the opinion
that, for any Series A Bonds having OID (a “Disco&ond”), OID that has accrued and is properlyadlde to the owners of
the Discount Bonds under Section 1288 of the Cedexcludable from gross income for Federal incomepurposes to the
same extent as other interest on the Series A Bonds

In general, under Section 1288 of the Code, Oladdiscount Bond accrues under a constant yield odethased on
periodic compounding of interest over prescribecra&l periods using a compounding rate determiryectference to the yield
on that Discount Bond. An owner’s adjusted basia Discount Bond is increased by accrued OID foppses of determining
gain or loss on sale, exchange, or other disposifcsuch Bond. Accrued OID may be taken into ant@s an increase in the
amount of tax-exempt income received or deemed awe hbeen received for purposes of determining uariother tax
consequences of owning a Discount Bond even thtugte will not be a corresponding cash payment.

Owners of Discount Bonds should consult their omadvisors with respect to the treatment of odgiasue discount
for Federal income tax purposes, including varispscial rules relating thereto, and the state andl ltax consequences of
acquiring, holding, and disposing of Discount Bands

Bond Premium

In general, if an owner acquires a Series A Banmdafpurchase price (excluding accrued interesttloerwise at a tax
basis that reflects a premium over the sum of mlbants payable on that Series A Bond after theiaitopn date (excluding
certain “qualified stated interest” that is uncdiafially payable at least annually at prescribedg that premium constitutes
“bond premium” on that Bond (a “Premium Bond”). deneral, under Section 171 of the Code, an owharRremium Bond
must amortize the bond premium over the remainénmtof the Premium Bond, based on the owner's yiedd the remaining
term of the Premium Bond, determined based on aanhsield principles (in certain cases involvinggemium Bond callable
prior to its stated maturity date, the amortizatpmriod and yield may be required to be determioredhe basis of an earlier
call date that results in the lowest yield on sbomd). An owner of a Premium Bond must amortize Iond premium by
offsetting the qualified stated interest allocatdesach interest accrual period under the ownedslar method of accounting
against the bond premium allocable to that periwdthe case of a tax-exempt Premium Bond, if thiedopremium allocable to
an accrual period exceeds the qualified statedestallocable to that accrual period, the excessnondeductible loss. Under
certain circumstances, the owner of a Premium Boagy realize a taxable gain upon disposition of Bnemium Bond even
though it is sold or redeemed for an amount lean thr equal to the owner's original acquisitiont.cos

Owners of any Premium Bonds should consult thein éax advisors regarding the treatment of bondnpue for
Federal income tax purposes, including various iapaales relating thereto, and state and local taxsequences, in
connection with the acquisition, ownership, amatian of bond premium on, sale, exchange or otlsgadition of Premium
Bonds.

Information Reporting and Backup Withholding

Information reporting requirements apply to ingtren tax-exempt obligations, including the Serfe8onds. In
general, such requirements are satisfied if ther@st recipient completes, and provides the payttr asForm W-9, “Request
for Taxpayer Identification Number and Certificaitjo or unless the recipient is one of a limitedsslaof exempt recipients,
including corporations. A recipient not otherwisgempt from information reporting who fails to séi the information
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reporting requirements will be subject to “backuphivolding,” which means that the payor is requitedieduct and withhold a
tax from the interest payment, calculated in thexnea set forth in the Code. For the foregoing paep a “payor” generally
refers to the person or entity from whom a recipieteives its payments of interest or who collecish payments on behalf of
the recipient.

If an owner purchasing a Series A Bond throughokdrage account has executed a Form W-9 in coiomegith the
establishment of such account, as generally caexpected, no backup withholding should occur. hy avent, backup
withholding does not affect the excludability oktinterest on the Series A Bonds from gross inctané&ederal income tax
purposes. Any amounts withheld pursuant to baekitipholding would be allowed as a refund or a dredjainst the owner’s
Federal income tax once the required informatidinrisished to the Internal Revenue Service.

Federal Tax Matters -- Series B Bonds
General

In the opinion of Bond Counsel to the State, idei@n the Series B Bonds is included in gross iredon United
States Federal income tax purposes pursuant t€dkde. Bond Counsel expresses no opinion regarmiygpther Federal tax
consequences with respect to the Series B Bonds.

The following discussion is a brief summary of thencipal Federal income tax consequences of tlygiisition,
ownership and disposition of Series B Bonds byinafpurchasers of the Series B Bonds who are “Hd@ders”, as defined
herein. This summary (i) is based on the Codeadury Regulations, revenue rulings and court datssiall as currently in
effect and all subject to change at any time, {pbgsiith retroactive effect; (ii) assumes that ®eries B Bonds will be held as
“capital assets”; and (iii) does not discuss althe Federal income tax consequences that mayéwang to a holder in light of
its particular circumstances or to holders sullie&pecial rules, such as insurance companieg)diabinstitutions, tax-exempt
organizations, dealers in securities or foreignrencies, persons holding the Series B Bonds assaigoin a “hedge” or
“straddle”, or holders whose functional currencyg @efined in Section 985 of the Code) is not thétddhStates dollar, or
holders who acquire Series B Bonds in the seconuanket.

Holders of Series B Bonds should consult with theim tax advisors concerning the Federal incomeatack other
consequences with respect to the acquisition, astrigrand disposition of the Series B Bonds as aglany tax consequences
that may arise under the laws of any state, loc&reign tax jurisdiction.

Original Issue Discount

In general, if Original Issue Discount (“OID”) igepter than a statutorily defined de minimis ampanholder of a
Series B Bond must include in Federal gross inc(foreeach day of the taxable year, or portion & thxable year, in which
such holder holds such Series B Bond) the dailtigorof OID, as it accrues (generally on a constgatld method) and
regardless of the holder's method of accountin@ID" is the excess of (i) the “stated redemptioic@rat maturity” over (ii)
the “issue price”. For purposes of the foregoifigsue price” means the first price at which a sab8al amount of the Series
B Bond is sold to the public (excluding bond houda®kers, or similar persons or organizationsnaciin the capacity of
underwriters, placement agents or wholesalers)atéd redemption price at maturity” means the sdirallopayments, other
than “qualified stated interest”, provided by suBleries B Bond; “qualified stated interest” is sthtmterest that is
unconditionally payable in cash or property (ottigain debt instruments of the issuer) at least dhnata single fixed rate;
and “de minimis amount” is an amount equal to Og&scent of the Series B Bond's stated redemptiooepat maturity
multiplied by the number of complete years to itatamity. A holder may irrevocably elect to include gross income all
interest that accrues on a Series B Bond usingdhstant-yield method, subject to certain modifaas.

Original Issue Premium

In general, if a Series B Bond is originally issdedan issue price (excluding accrued interesd] tieflects a premium
over the sum of all amounts payable on the Fedefakable Bond other than “qualified stated int€rés “Taxable Premium
Bond”), that Taxable Premium Bond will be subjeztSection 171 of the Code, relating to bond premiuim general, the
holder of a Taxable Premium Bond may either dedlunetbond premium under Section 171(a)(1) or magtelader Section
171(c) of the Code to amortize that premium as ‘dirable bond premium” over the remaining termha# fTaxable Premium
Bond, determined based on constant yield princifilesertain cases involving a Taxable Premium Boaliable prior to its
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stated maturity date, the amortization period aettlynay be required to be determined on the hzsis earlier call date that
results in the highest yield on such bond). Anghsalection is generally irrevocable and appliealtalebt instruments of the
holder (other than tax-exempt bonds) held at tlgenipéng of the first taxable year to which the ¢l applies and to all such
debt instruments thereafter acquired. Under aedacumstances, the holder of a Taxable PremiumdBoay realize a taxable
gain upon disposition of the Taxable Premium Bowehethough it is sold or redeemed for an amourst flean or equal to the
holder's original acquisition cost.

Disposition

Generally, upon the sale, exchange, redemptiorgtioer disposition (which would include a legal defence) of a
Series B Bond, a holder generally will recognizeatse gain or loss in an amount equal to the diffee between the amount
realized (other than amounts attributable to actingerest not previously includable in income) audh holder’s adjusted tax
basis in the Series B Bond.

Backup Withholding and Information Reporting

In general, information reporting requirements walbply to non-corporate holders with respect tonpayts of
principal, payments of interest, and the accruaDtid on a Series B Bond and the proceeds of the slah Series B Bond
before maturity within the United States. Backuphivolding may apply to holders of Series B Bondsler Section 3406 of the
Code. Any amounts withheld under the backup wiltling rules from a payment to a beneficial ownerd avhich constitutes
over-withholding, would be allowed as a refund ocradit against such beneficial owner’'s Federabme tax provided the
required information is furnished to the Interna&vBnue Service.

U.S. Holders

The term “U.S. Holder” means a beneficial owneraoBeries B Bond that is: (i) a citizen or residehthe United
States, (ii) a corporation, partnership or othditgrereated or organized in or under the lawsh& United States or of any
political subdivision thereof, (iii) an estate timeome of which is subject to the Federal incomatian regardless of its source
or (iv) a trust whose administration is subjecthe primary jurisdiction of a United States coundawhich has one or more
United States fiduciaries who have the authoritgdotrol all substantial decisions of the trust.

IRS Circular 230 Disclosure

The advice under the caption “Federal Tax MatteiSeries B Bonds”, concerning certain income taxseguences of
the acquisition, ownership and disposition of tleei€s B Bonds, was written to support the marketihthe Series B Bonds.
To ensure compliance with requirements imposechbyiiternal Revenue Service, Bond Counsel to theeShforms you that
(i) any Federal tax advice contained in this OfficBtatement (including any attachments) or iningis furnished by Bond
Counsel to the State is not intended to be useticannot be used by any bondholder, for the purpbagoiding penalties that
may be imposed on the bondholder under the Cod#,(@the bondholder should seek advice basedhenbondholder’s
particular circumstances from an independent taisad

State of Tennessee Tax Matters

In the opinion of Bond Counsel to the State, uradasting laws of the State, the Bonds and the@stethereon are free
from taxation by the State or any county, munidigadr taxing district of the State, except for erltance, transfer and estate
taxes, and except to the extent such interest maydbuded within the measure of privilege taxepased pursuant to the laws
of the State.

Bond Counsel expresses no opinion regarding angrditate or local tax consequences with respettidaBonds.
Bond Counsel renders its opinion under existingusta and court decisions as of the issue dateaasgimes no obligation to
update its opinion after the issue date to reféett future action, fact or circumstance, or chaimgaw or interpretation or
otherwise. Bond Counsel expresses no opinion &iset@ffect of any action hereafter taken or n&eta in reliance upon an
opinion of other counsel, under state and localdax

For the proposed forms of opinions of Bond Coumnekting to State tax matters, see Appendix C.
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Miscellaneous Tax Matters

Tax legislation, administrative actions taken &y &uthorities, or court decisions, whether atRéderal or state level, may
adversely affect the tax-exempt status of intepagthe Series A Bonds under Federal or state lahirserest on the Series B
Bonds under state law and could affect the markeer marketability of the Bonds. Prospectiveghasers of the Bonds
should consult their own tax advisors regardingftinegoing matters

FINANCIAL ADVISOR

Public Financial Management, Inc. (“PFM”) is emydld by the State to perform professional servicahé capacity of
financial advisor. In its role as financial advigo the Funding Board, PFM has provided advicaheplan of financing and
structure of the Bonds, reviewed certain legal disdlosure documents, including this Official Staemt, for financial matters,
and reviewed and gave an opinion on the fairneghefpricing of the bonds by the underwriting syate. PFM has not
independently verified the factual information cained in this Official Statement, but relied on thisrmation supplied by the
State and other sources and the State’s certditats to the Official Statement.

UNDERWRITING

Through a competitive sale, Wachovia Bank, N.Asaavarded the Series A Bonds and Morgan Keegan .&IGa
was awarded the Series B Bonds. The Series A Bards purchased at a net purchase price of $12883480 (representing
an aggregate principal amount of $125,800,000.06 pkt original issue premium of $3,211,485.30 lesterwriters’ discount
of $967,402.00) plus accrued interest of $45,209.3he Series B Bonds were purchased at a net pfid5,423,048.46
(representing an aggregate principal amount of 385000 plus net original issue premium of $125,684ess underwriters’
discount of $62,575.99,) plus accrued interest6p6$0.11.

CERTIFICATION AS TO OFFICIAL STATEMENT

The State will confirm to the successful biddensthe Bonds, by a certificate signed on its bebgplthe Comptroller of
the Treasury and delivered at the closing for tlbad3, to the effect that at the time of the acagggeaof the bids, and at the
time of the closing, (i) the information and stagsrts, including financial statements of or pertagnto the State contained in
this Official Statement, were and are correct innahterial respects, and (ii) insofar as the Statd its affairs, including its
financial affairs, are concerned, this Official t8taent did not and does not contain any untruerstant of a material fact or
omit to state a material fact required to be stdtestein or necessary to make the statements thereithe light of the
circumstances under which they were made, not adakgy. The State, by such certificate, will furtitenfirm to the effect and
insofar as the descriptions and statements, inotudinancial data, of or pertaining to other goveemtal bodies,
nongovernmental bodies, and their respective diettvicontained in this Official Statement are coned, such descriptions,
statements, and data have been obtained from sobetieved by the State to be reliable, and thatState has no reason to
believe that they are untrue or incomplete in amyarial respect.

RATINGS

Fitch Ratings (“Fitch”), Moody's Investors Servid¢ac. (Moody's), and Standard & Poor's Ratingsvi®ess (“Standard
& Poor’s) have given the Bonds ratings of AA+, Aahd AA+, respectively.  Such ratings reflectyarhle respective views of
such organizations and an explanation of the dignite of a rating may be obtained only from thegpagency furnishing the
same. There is no assurance that any rating willmaintained for a given period of time or thawitl not be revised
downward or withdrawn entirely by the rating agentyn its judgment, circumstances so warrant. Asuch downward
revision or withdrawal of ratings may have an adeeaffect on the market price of the Bonds.
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APPROVING LEGAL OPINIONS

The validity of the Bonds will be approved by legpinions of Hawkins Delafield & Wood LLP, New Yiar New
York, Bond Counsel to the State. For the propdseahs of Bond Counsel opinions relating to the Bansee Appendix C.
Certain legal matters will be passed upon by thisrAey General and Reporter of the State of Tereesss counsel to the
Funding Board. No representation is made to tHdens of the Bonds that either such counsel havidiae the accuracy,
completeness or fairness of the statements inQffisial Statement, and such counsel assume n@nsdpility to the holders of
the Bonds except for the matters that will be sgthfin their respective opinion.

CONTINUING DISCLOSURE

The State has authorized a Continuing Disclosurdetaking (the “Undertaking”) with respect to tAends to assist
the Underwriters in complying with U.S. Securitiasd Exchange Commission Rule 15c¢2-12(b)(5) (theléRu The
Undertaking will be for the benefit of the holdafsthe Bonds, and beneficial owners will be thitaky beneficiaries thereof.
The form of the undertaking is included herein apéndix E.

The State has not failed to comply in any materéspect with any previous undertaking in a writtemtract or
agreement specified in the Rule.

MISCELLANEOUS

Any statements in this Official Statement involyimatters of opinion or estimates, whether or xpressly so stated,
are intended as such and not as representativastofNo representation is made that such statenveti be realized.

All financial and other information presented InstOfficial Statement has been provided by theeStam its records,
except for information expressly attributed to otBeurces. The presentation of information, intigdables of receipts from
taxes and other revenues, is intended to show trédstoric information, and it is not intended talicate future or continuing
trends in the financial position or other affaifstioe State. No representation is made that pgstreence, as it might be
shown by such financial and other information, widlcessarily continue or be repeated in the future.

References to and summaries of provisions of thres@tution and laws of the State or of any otharuwients referred
to in this Official Statement are qualified in thentirety by reference to the complete provisitireseof.

This Official Statement is not to be construedaasontract or agreement between the State anduiohasers or
holders of any of the Bonds.

STATE OF TENNESSEE

By: /slJohn G. Morgan

Comptroller of the Treasury;
Secretary of the Funding
Board of the State of
Tennessee
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APPENDIX A

Financial Statements

The Comprehensive Annual Financial Report (‘“CAF&’the State, including the audited Basic FinanStatements, for the fiscal
year ended June 30, 2007 has been filed with est@nally recognized municipal securities inforraatrepository (‘“NRMSIR”)(see

“Continuing Disclosure”) and is obtainable from rthén accordance with their respective procedurAsprinted version is also

available upon request to the State Funding Bdardes K. Polk State Office Building, Suite 160®% B@aderick Street, Nashville,
Tennessee 37243-0273, telephone (615) 401-787%614% 741-5986. The 2007 CAFR and certain prgar YCAFRS are posted on
the State’s website http://gate.tn.us/finance/act/cafr.html.

The following reports, each of which are includedtie 2007 CAFR and have been posted on the Stedd'site, are incorporated
herein by reference:

Auditor’s Report
Management’s Discussion and Analysis

Basic Financial Statements:
Government-wide Financial Statements:

Statement of Net Assets
Statement of Activities
Fund Financial Statements:
Balance Sheet-Governmental Funds
Statement of Revenues, Expenditures, and Cham@emd Balances-Governmental Funds

Reconciliation of the Statement of Revenues, Bdjpares, and Changes in Fund Balances
of Governmental Funds to the Statement of Adtisit

Statement of Net Assets-Proprietary Funds
Statement of Revenues, Expenses, and ChangesdhNet Assets-Proprietary Funds
Statement of Cash Flows-Propriety Funds
Statement of Fiduciary Net Assets-Fiduciarydsin
Statement of Changes in Fiduciary Net Assatsidtary Funds

Index for the Notes

Required Supplementary Information:
Infrastructure Assets Reported Using the Modifigproach
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Major Governmental Funds

Reconciliation of Budget to GAAP-Note to RSI
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APPENDIX B

Statistical Section

The Comprehensive Annual Financial Report (“CAFBf'the State, including selected statistical datea(dited), for the fiscal
year ended June 30, 2007 has been filed with eatbnally recognized municipal securities inforroatirepository (see
“Continuing Disclosure™) and is obtainable from itihé accordance with their respective procedugrinted version is also
available upon request to the State Funding Badaithes K. Polk State Office Building, Suite 16005 9Deaderick Street,
Nashville, Tennessee 37243-0273, telephone (61%)78@2, fax (615) 741-5986. The 2007 CAFR andadgerprior year
CAFRs are posted on the State’s websitetigd: //state.tn.us/finance/act/cafr .html.

Due to the implementation of GASB Statement 44,ofteenic Condition Reporting: The Statistical Sectjomformation
contained in this section has changed from priargie The following statistical data, all of whiishincluded in the 2007 CAFR
and has been posted on the State’s website, igoiorated herein by reference:

Financial Trends

Revenue Capacity

Debt Capacity

Demographic and Economic Information
Operating Information

Component Units

Index
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APPENDIX C

Forms of Proposed Opinions of Bond Counsel
September 4, 2008

The Honorable Governor and Members of
the Funding Board of the State of Tennessee
Nashville, Tennessee 37243

Dear Sirs:

STATE OF TENNESSEE
GENERAL OBLIGATION BONDS
2008 SERIES A, $125,800,000

At your request we have examined into the validity$125,800,000 General Obligation Bonds, 2008eSeA (the
“Bonds”) of the State of Tennessee (the “StateThe Bonds are dated as of September 1, 2008, atwrenare subject to
redemption prior to maturity, are payable and betarest, all as provided in the resolution of thending Board hereinafter
mentioned.

The Bonds recite that they are issued under ansbipat to and in full compliance with the Constdntand laws of
the State, including specifically Title 9, ChaprTennessee Code Annotated, various Public Adtiseoseneral Assembly of
the State of Tennessee, and a resolution adoptetebfFunding Board of the State of Tennessee or 30n 2008 to fund
capital projects of the State and to provide fag tltirement at maturity of certain of the Statgémeral obligation bond
anticipation notes heretofore issued as commepeipér for such purposes.

We have examined the Constitution and statutékeofState; certified copies of proceedings of thading Board of
the State of Tennessee and Public Acts of the @eAssembly of the State of Tennessee authorizieggsuance of the Bonds,
and an executed Bond, and have made such otherirea¢gon of law and fact, as we have considered gpate for purposes
of this opinion.

Based on the foregoing, we are of the opinion:that

(1) The Bonds have been authorized and issuaddordance with the Constitution and laws of treteStand
constitute valid general obligations of the Statetfie payment of which as to both principal aneriest the full faith and credit
of the State is pledged. As additional securitydb of the Bonds and interest thereon thereds aledged the annual proceeds
of a tax of up to five cents per gallon upon gasglithe annual proceeds of a special tax of ontmengallon on petroleum
products; one-half of the annual proceeds of metbiicle registration fees now or hereafter requicelde paid to the State, and
the annual proceeds of the franchise taxes impogéde franchise tax law of the State. All of B@nds, together with interest
thereon, are entitled to the benefit of the foragotaxes, fees, and revenues and to share thereinata with any other
obligations of the State that might be entitleghare therein as provided by Sections 9-9-1019e298, inclusive, Tennessee
Code Annotated. The State has not waived immdraty suit or extended its consent to be sued. Mogections against the
State for breach of contractual obligations mayéard and determined under current law exclusivetite Tennessee Claims
Commission, an administrative tribunal, where thee&Smay be liable only for actual damages anditedosts.

(2) Under existing statutes and court decisiontgrest on the Bonds is excluded from gross incéone
Federal income tax purposes pursuant to Sectiorofib Internal Revenue Code of 1986, as amernttied'Code”), and under
the Code, such interest is not treated as a prefergem in calculating the alternative minimum tarposed on individuals
and corporations; such interest, however, is iraiblel in the adjusted earnings of certain corponatifor purposes of
calculating the alternative minimum tax imposedwigspect to such corporations. In rendering hieions in this paragraph
(2), we have relied on certain representationgifications of fact, and statements of reasonakjeeetations made by the State
in connection with the Bonds, and have assumed kange by the State with certain ongoing covendatsomply with
applicable requirements of the Code to assurexbtle@son of the interest on the Bonds from grog®me under Section 103 of
the Code. Under the Code, noncompliance with saghirements may cause the interest on the Bonls tocluded in gross
income for
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Federal income tax purposes retroactive to the diaigsuance thereof, irrespective of the date brchvsuch noncompliance
occurs or is discovered.

(3) For any Bonds having original issue discoumiginal issue discount that has accrued and opguty
allocable to the owners of such Bonds under Sedt88 of the Code is excludable from gross incoond=&deral income tax
purposes to the same extent as other interesteoBdhds.

(4) Under the existing laws of the State, the @®oand the interest thereon are free from taxdtyothe State
or any county, municipality or taxing district dig State, except for inheritance, transfer andieeséxes and except to the
extent such interest may be included within thesueaof privilege taxes imposed pursuant to the lafthe State.

The opinions expressed in paragraph (1) abovesabgect to applicable bankruptcy, insolvency, reaigation,
moratorium and other laws heretofore or hereafteaceed affecting creditors’ rights, and are subjecthe application of
principles of equity relating to or affecting thefercement of contractual obligations, whether secforceability is considered
in a proceeding in equity or at law.

We express no opinion herein as to (i) Federale simlocal tax consequences arising with resgettié Bonds, or the
ownership or disposition thereof, except as statqohragraphs (2), (3) and (4) above, (ii) thectftd any action taken or not
taken, in reliance upon an opinion of other counselthe exclusion from gross income for Federabine tax purposes of
interest on the Bonds, or under state or localas or (iii) the accuracy, adequacy, sufficiencycompleteness of the Official
Statement dated August 20, 2008 (or any updaten@andment thereof or supplement thereto) relatinthéoBonds, or any
other financial or other information which has beemay be supplied to purchasers or prospectivehasers of the Bonds.

This opinion is issued as of the date hereof,ww@@ssume no obligation to update, revise or supgie this opinion to
reflect any future action, fact or circumstancegioange in law or interpretation or otherwise.

Very truly yours,
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September 4, 2008

The Honorable Governor and Members of
the Funding Board of the State of Tennessee
Nashville, Tennessee 37243

Dear Sirs:

STATE OF TENNESSEE
GENERAL OBLIGATION BONDS
2008 SERIESB (FEDERALLY TAXABLE) $15,360,000

At your request we have examined into the validft$15,360,000 General Obligation Bonds, 2008 SdBi¢Federally
Taxable) (the “Bonds”) of the State of Tennesske (State”). The Bonds are dated as of the dateofieand mature, are
payable and bear interest, and certain of the Banelsubject to redemption prior to maturity, allprovided in the resolution
of the Funding Board hereinafter mentioned.

The Bonds recite that they are issued under ansbipat to and in full compliance with the Constdntand laws of
the State, including specifically Title 9, ChapgrTennessee Code Annotated, various Public Adtiseoseneral Assembly of
the State of Tennessee, and a resolution adoptédebffunding Board of the State of Tennessee or 30n 2008, to fund
capital projects of the State and to provide fag tietirement at maturity of certain of the Statgénmeral obligation bond
anticipation notes heretofore issued as commepeipér for such purposes.

We have examined the Constitution and statuteheofState; certified copies of proceedings of thading Board of
the State of Tennessee and Public Acts of the @eAssembly of the State of Tennessee authorizieggdsuance of the Bonds,
and an executed Bond, and have made such otherireatgon of law and fact, as we have considered @gpate for purposes
of this opinion.

Based on the foregoing, we are of the opinion:that

(1) The Bonds have been authorized and issuaddordance with the Constitution and laws of treteStand
constitute valid general obligations of the Statetfie payment of which as to both principal aneriest the full faith and credit
of the State is pledged. As additional securityab of the Bonds and interest thereon thereds aledged the annual proceeds
of a tax of up to five cents per gallon upon gasglithe annual proceeds of a special tax of ontmengallon on petroleum
products; one-half of the annual proceeds of metbiicle registration fees now or hereafter requicelde paid to the State, and
the annual proceeds of the franchise taxes impogéde franchise tax law of the State. All of B@nds, together with interest
thereon, are entitled to the benefit of the foragotaxes, fees, and revenues and to share thereinmata with any other
obligations of the State that might be entitleghare therein as provided by Sections 9-9-1019e298, inclusive, Tennessee
Code Annotated. The State has not waived immdraty suit or extended its consent to be sued. Mogections against the
State for breach of contractual obligations mayéard and determined under current law exclusivetite Tennessee Claims
Commission, an administrative tribunal, where thee&Smay be liable only for actual damages anditedosts.

(2) Interest on the Bonds is includable in gros®me for Federal income tax purposes pursuaSettion
103 of the Internal Revenue Code of 1986, as antende

(3) Under the existing laws of the State, the @®oand the interest thereon are free from taxdtyothe State
or any county, municipality or taxing district dig State, except for inheritance, transfer andieeséxes and except to the
extent such interest may be included within thesueaof privilege taxes imposed pursuant to the lafthe State.

The opinions expressed in paragraph (1) abovesabgect to applicable bankruptcy, insolvency, reaigation,
moratorium and other laws heretofore or hereafteaceed affecting creditors’ rights, and are subjecthe application of
principles of equity relating to or affecting thefercement of contractual obligations, whether secforceability is considered
in a proceeding in equity or at law.
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We express no opinion herein as to (i) Federatestr local tax consequences arising with redpeitte Bonds, or the
ownership or disposition thereof, except as statguaragraphs (2) and (3) above, or (ii) the aaoyradequacy, sufficiency or
completeness of the Official Statement dated Au@@st2008 (or any update or amendment thereof pplsment thereto)
relating to the Bonds, or any other financial ohest information which has been or may be suppledurchasers or
prospective purchasers of the Bonds.

This opinion is issued as of the date hereof,\ww@@ssume no obligation to update, revise or supgie this opinion to
reflect any action hereafter taken or not takenfaots or circumstances, or changes in law or terpretations thereof, that
may hereafter occur, or for any other reason.

Very truly yours,
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APPENDIX D
BOOK-ENTRY ONLY SYSTEM

The Depository Trust Company (“DTC”), New York, Werork, will act as securities depository for ther8ls. The
Bonds will be issued as fully-registered bondss&ged in the name of Cede & Co. (DTC'’s partnersiuminee) or such other
name as may be requested by an authorized repaigerdf DTC. One fully-registered Bond certifieawill be issued for each
maturity of the Bonds bearing interest at eachrasterate, each in the aggregate principal amofisuch maturity bearing
interest at such rate, and will be deposited wiltCD

DTC, the world’s largest depository, is a limitedrpose trust company organized under the New

York Banking Law, a “banking organization” withilmé meaning of the New York Banking Law, a membethef Federal
Reserve System, a “clearing corporation” within theaning of the New York Uniform Commercial Codadaa “clearing
agency” registered pursuant to the provisions atiSe 17A of the Securities Exchange Act of 1934TC holds and provides
asset servicing for over 3.5 million issues of WaBd non-U.S. equity issues, corporate and munidigt issues, and money
market instruments from over 100 countries that BTgarticipants (“Direct Participants”) deposit WiDTC. DTC also
facilitates the post-trade settlement among DiRatticipants of sales and other securities traiosecin deposited securities
through electronic computerized book-entry trarsséerd pledges between Direct Participants’ accodihis eliminates the need
for physical movement of securities certificateBirect Participants include both U.S. and non-Us&curities brokers and
dealers, banks, trust companies, clearing corporsitnd certain other organizations. DTC is allydmwned subsidiary of The
Depository Trust & Clearing Corporation (“DTCC”).DTCC is the holding company for DTC, National S#&oes Clearing
Corporation and Fixed Income Clearing Corporatadhof which are registered clearing agencies. DTi€ owned by the users
of its regulated subsidiaries. Access to the DY&esn is also available to others such as both &h8.non-U.S. securities
brokers and dealers, banks, trust companies, &adirod corporations that clear through or maingagustodial relationship with
a Direct Participant, either directly or indirec{lyndirect Participants”). DTC has Standard & Pediighest rating: AAA. The
DTC Rules applicable to its Participants are am\iith the Securities and Exchange Commission. eNttiormation about DTC
can be found at www.dtcc.com.

Purchases of Bonds under the DTC system must ble imaor through Direct Participants, which wilteése a credit
for the Bonds on DTC’s records. The ownershipreggeof each actual purchaser of each Bond (“BeiafOwner”) is in turn to
be recorded on the Direct and Indirect Particigargtords. Beneficial Owners will not receive terit confirmation from DTC
of their purchase. Beneficial Owners are, howesepected to receive written confirmations providaejails of the transaction,
as well as periodic statements of their holdingsmfthe Direct or Indirect Participant through whithe Beneficial Owner
entered into the transaction. Transfers of ownpristierests in the Bonds are to be accomplishedrbsies made on the books
of Direct and Indirect Participants acting on béladl Beneficial Owners. Beneficial Owners will notceive certificates
representing their ownership interests in Bondgepk in the event that use of the book-entry sysfemthe Bonds is
discontinued.

To facilitate subsequent transfers, all Bonds digpd by Direct Participants with DTC are registene the name of
DTC's partnership nominee, Cede & Co., or such rotiane as may be requested by an authorized repagse of DTC. The
deposit of the Bonds with DTC and their registratio the name of Cede & Co or such other nomineeal@ffect any change in
beneficial ownership. DTC has no knowledge of élceual Beneficial Owners of the Bonds; DTC's resoréflect only the
identity of the Direct Participants to whose acdsusuch Bonds are credited, which may or may ndahbeBeneficial Owners.
The Direct and Indirect Participants will remaispensible for keeping account of their holding ehddf of their customers.

Conveyance of notices and other communication®D¢ to Direct Participants, by Direct Participarts Indirect
Participants, and by Direct Participants and Irddifearticipants to Beneficial Owners will be govedrby arrangements among
them, subject to any statutory and regulatory reguéents as may be in effect from time to time. éieral Owners of the Bonds
may wish to take certain steps to augment thernessson to them of notices of significant eventthwiespect to the Bonds, such
as redemptions, tenders, defaults, and proposeddments to the Bond documents. For example, Baakfbwners of the
Bonds may wish to ascertain that the nominee hglttie Bonds for their benefit has agreed to obéaid transmit notices to
Beneficial Owners. In the alternative, Benefidiavners may wish to provide their names and addsesséhe registrar and
request that copies of notices be provided dirgotipem.

Redemption notices shall be sent to DTC. If tess all of the Bonds of a maturity are being redeg, DTC's practice
is to determine by lot the amount of the interéstawh Direct Participant in such maturity to béeemed.
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Neither DTC nor Cede & Co. (nor any other DTC noea) will consent or vote with respect to the Bondtess
authorized by a Direct Participant in accordancénMATC’s procedures. Under its usual procedurésC nails an Omnibus
Proxy to the State as soon as possible after toedelate. The Omnibus Proxy assigns Cede & Corisenting or voting rights
to those Direct Participants to whose accountsBiieds are credited on the record date (identifred iisting attached to the
Omnibus Proxy).

Principal and interest payments on the Bondsheilimade to Cede & Co., or such other nominee asdagquested by
an authorized representative of DTC. DTC'’s praciscto credit Direct Participants’ accounts upohCs receipt of funds and
corresponding detail information from the Stateaoly Paying Agent, on payable date in accordanch thieir respective
holdings shown on DTC'’s records. Payments by Rpatits to Beneficial Owners will be governed bynsliag instructions and
customary practices, as is the case with secuhg&sfor the accounts of customers in bearer formegistered in “street name”,
and will be the responsibility of such Participamid not of DTC or the State or any Paying Agenlbjesii to any statutory or
regulatory requirements as may be in effect frametto time. Payment of principal and interest asl€ & Co. (or such other
nominee as may be requested by an authorized espatise of DTC) is the responsibility of the Stateany Paying Agent,
disbursement of such payments to Direct Participaiit be the responsibility of DTC, and disbursermef such payments to the
Beneficial Owners will be the responsibility of Bat or Indirect Participants.

DTC may discontinue providing its services as Séesrdepository with respect to the Bonds at ametby giving
reasonable notice to the State. Under such cirtaumoss, in the event that a successor securitpssiery is not obtained, Bond
certificates are required to be printed and detiger

The State may decide to discontinue use of theeisysf book-entry transfers through DTC (or a sssoe securities
depository). In that event, Bond certificates Wil prepared and delivered to DTC.

THE FOREGOING INFORMATION CONCERNING DTC AND DTC'8OOK-ENTRY ONLY SYSTEM HAS
BEEN OBTAINED FROM DTC, A SOURCE THAT STATE BELIEV&ETO BE RELIABLE, BUT THE STATE TAKES NO
RESPONSIBILITY FOR THE ACCURACY THEREOF. NEITHERHE STATE, THE UNDERWRITERS, NOR THE
PAYING AGENT AND REGISTRAR CAN MAKE ANY ASSURANCE HAT DTC OR THE DTC PARTICIPANTS WILL
ACT IN A MANNER DESCRIBED HEREIN, NOR WILL THEY HA\E ANY RESPONSIBILITY OR OBLIGATION TO
THE DTC PARTICIPANTS OR BENEFICIAL OWNERS FOR (1)ESDING TRANSACTION STATEMENTS; (2)
MAINTAINING, SUPERVISING OR REVIEWING, OR THE ACCURCY OF, ANY RECORDS MAINTAINED BY DTC
OR ANY DTC PARTICIPANT; (3) PAYMENT OR THE TIMELINESS OF PAYMENT BY DTC ANY DIRECT DTC
PARTICIPANT, OR BY ANY DIRECT DTC PARTICIPANT OR IRIRECT DTC PARTICIPANT TO ANY BENEFICIAL
OWNER OF ANY AMOUNT DUE TO ANY BENEFICIAL OWNER INRESPECT TO THE PRINCIPAL OR REDEMPTION
PREMIUM, IF ANY, OR INTEREST ON BONDS; (4) DELIVERYOR TIMELY DELIVERY BY DTC OR ANY DTC
PARTICIPANT TO ANY BENEFICIAL OWNER OF ANY NOTICEINCLUDING NOTICE OF REDEMPTION) OR OTHER
COMMUNICATIONS TO ANY BENEFICIAL OWNER WHICH IS REQIRED OR PERMITTED UNDER THE TERMS OF
THE BOND DOCUMENTS TO BE GIVEN TO BONDHOLDERS; (9HE SELECTION OF THE BENEFICIAL OWNERS
TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEIPTION OF BONDS; OR (6) ANY ACTION TAKEN
BY DTC OR ITS NOMINEE AS THE REGISTERED OWNER OF EHBONDS.

So long as Cede & Co. is the registered ownete@Bonds, as hominee for DTC, references in tHei@lf Statement

to the Bondholders or registered owners of the Bqother than under the caption “Tax Matters” ia @fficial Statement) shall
mean Cede & Co. or any other DTC nominee, as aiafeand shall not mean the Beneficial Owners efBbnds.
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APPENDIX E
CONTINUING DISCLOSURE UNDERTAKING

This Continuing Disclosure Undertaking (the "Urtdking”) is dated and made as of September 4, 2008,
by the State of Tennessee (the "State") in conmreatiith the issuance of the State's $125,800,0@peggte
principal amount of General Obligation Bonds, 2@8ies A (the “Series A Bonds”) and $15,360,000reggate
principal amount of General Obligation Bonds, 2088ries B (Federally Taxable) (the “Series B Bonds”)
(collectively the “Bonds™.). As authorized by Sect 9 of the resolution (the "Bond Resolution”)tbé Funding
Board of the State of Tennessee (the "Funding Bpaabpted on June 30, 2008, authorizing the Botids State
agrees as follows:

ARTICLE |

Definitions

Section 1.1._Definitions The following terms used in this Undertakinglshave the following
respective meanings:

(1) "Annual Financial Information"™ means (i) updatedsiens of the following financial
information and operating data contained in, opiporated by reference pursuant to an Appendihi Official
Statement with respect to the State, for eachlfigz of the State:

. Collections for Special Taxes
o Total Sales and Use Tax Collections
o Allocation of Sales and Use Tax to Debt Service
. General Obligation Bonds Outstanding
. Maximum and Actual Principal Amounts of Commerd&alper Outstanding
. Outstanding General Obligation Bonded IndebtednbgsFiscal Year and
Maturity
. Outstanding Debt of Certain Agencies and Authcitie
- Tennessee Local Development Authority
- Tennessee State School Bond Authority
- Tennessee Housing Development Agency
- Watkins Institute
- State Veterans' Homes Board
. Tennessee Consolidated Retirement System
- Employers and Contributory Members Contributions
- Reserves
- Accrued Liability
- Accrued Liability Attributable to State
- Active/Inactive Members
- Supplementary Information:
——  Schedules of Funding Progress (if required)
—— Unfunded Liability by groups (if required)
——  Supplementary Information (if required by use mfzEn
entry age actuarial method)
- Additional Information relating to Required Supplentary
Information
. The statistical data incorporated by reference ppehdix B to the Official
Statement
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and (i) the information regarding amendments ie thndertaking required pursuant to Sections 4.2(q) (d) of
this Undertaking. Annual Financial Information Bhiaclude Audited Financial Statements, if avaigbor
Unaudited Financial Statements.

The descriptions contained in clause (i) above inérfcial information and operating data
constituting Annual Financial Information are oingeal categories or types of financial informatand operating
data. When such descriptions include informatiat ho longer can be generated because the opey&iavhich it
related have been materially changed or discondinaestatement to that effect shall be providediem of such
information.

(2) "Audited Financial Statements” means the annuanfiral statements of the State,
audited by the Comptroller of the Treasury, Diusiof State Audit, as now required by State lawgach other
auditor as hereafter may be required or permitie&thte law). Audited Financial Statements shalplepared in
accordance with GAAP.

3) "Counsel" means Hawkins Delafield & Wood LLP or ethationally recognized bond
counsel or counsel expert in federal securities]aweach case acceptable to the State.

4) "GAAP" means generally accepted accounting priesiplor governmental units as
prescribed by the Governmental Accounting Stand&aled, the Financial Accounting Standards Boardaroy
successor to the duties and responsibilities beeiof them.

(5) "Material Event" means any of the following evemt#h respect to the Bonds, if

material:

® principal and interest payment delinquencies;

(i) non-payment related defaults;

(iii) unscheduled draws on debt service reserves reiftefiiancial difficulties;

(iv) unscheduled draws on credit enhancements reflefttiagcial difficulties;

(v) substitution of credit or liquidity providers, drdir failure to perform;

(vi) adverse tax opinions or events affecting the teetrgt status of the security;

(vii) modifications to rights of security holders;
(viii) bond calls;
(ix) defeasances;

(x) release, substitution, or sale of property securgfgpyment of the securities;
and
(xi) rating changes.
(6) "MSRB" means the Municipal Securities RulemakingaBbestablished pursuant to the

provisions of Section 15B (b) (1) of the Securiteschange Act of 1934.

@) "NRMSIR" means, at any time, a then-existing nalynrecognized municipal securities
information repository, as recognized from timetitae by the SEC for the purposes referred to in Rude.
NRMSIRs currently are identified on the SEC webaitéttp://www.sec.gov/info/municipal/nrmsir/htm.

(8) "Official Statement” means the Official Statemeatedi August 20, 2008, of the State
relating to the Bonds.

(9 "Rule” means Rule 15c2-12 promulgated by the SEdeuthe Securities Exchange Act
of 1934 (17 CFR Part 240, 8240.15c2-12), as inceftan the effective date hereof, including any cdi
interpretations thereof.

(20) "SEC" means the United States Securities and Exgh@ommission.
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(11) "SID" means, at any time, a then-existing staterimbtion depository, if any, as operated
or designated as such by or on behalf of the $tatthe purposes referred to in the Rule. As &f date hereof,
there is no SID.

(12) "Unaudited Financial Statements” means the saméuasted Financial Statements,
except that they shall not have been audited.

ARTICLE I

The Undertaking

Section 2.1._PurposeThis Undertaking is being executed, delivered made solely to assist the
underwriters of the Bonds in complying with subgeti(b)(5) of the Rule.

Section 2.2. _Annual Financial Information.

(a) The State shall provide Annual Financial Informatisith respect to each fiscal year of
the State, commencing with the fiscal year endimgeJ30, 2008, by no later than 7 months after titeaf the
respective fiscal year, to each NRMSIR and the SID.

(b) The State shall provide, in a timely manner, notitany failure of the State to provide
the Annual Financial Information by the date spedifin subsection (a) above to (i) either the MS&Beach
NRMSIR, and (i) the SID.

Section 2.3 _Audited Financial Statementslf not provided as part of Annual Financial
Information by the date required by Section 2.X{@)eof because not available, the State shall geofiudited
Financial Statements, when and if available, tth@$@MSIR and the SID.

Section 2.4 _Notices of Material Events.

(a) If a Material Event occurs, the State shall proyighea timely manner, notice of such
Material Event to (i) either the MSRB or each NRR&Nd (ii) the SID.

(b) Any such notice of a defeasance of Bonds shalk stdtether the Bonds have been
escrowed to maturity or to an earlier redemptiore @ad the timing of such maturity or redemption.

Section 2.5 _Additional Disclosure ObligationsThe State acknowledges and understands that
other State and federal laws, including but noitéch to the Securities Act of 1933 and Rule 10k-6nulgated
under the Securities Exchange Act of 1934, mayyafgpthe State and that, under some circumstasmacieitional
disclosures or other action in addition to thosguiieed by this Undertaking may be required to eadhé State to
fully discharge all of its duties and obligatiorreder such laws.

Section 2.6. Additional Information Nothing in this Undertaking shall be deemedrevpnt the
State from disseminating any other informationngdihe means of dissemination set forth in this estaking or
any other means of communication, or including ather information in any Annual Financial Infornaati or
notice of a Material Event hereunder, in additiorthat which is required by this Undertaking. hétState chooses
to do so, the State shall have no obligation utfdsrtUndertaking to update such additional infoiorabr include it

in any future Annual Financial Information or natiof a Material Event hereunder

Section 2.7.No Previous Non-ComplianceThe State represents that since July 3, 199igdt
not failed to comply in any material respect withy gprevious undertaking in a written contract oreggnent
specified in paragraph (b)(5)(i) of the Rule.
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ARTICLE IlI

Operating Rules

Section 3.1.Reference to Other Documentdt shall be sufficient for purposes of Sectio2 2
hereof if the State provides Annual Financial Infation by specific reference to documents (i) ei{i¢ provided
to each NRMSIR existing at the time of such refeeeand the SID or (2) filed with the SEC, or (fi)such a
document is a "final official statement", as dedfirie paragraph (f) (3) of the Rule, available frive MSRB.

Section 3.2.Submission of Informatian Annual Financial Information may be providedane
document or multiple documents, and at one tina part from time to time.

Section 3.3.CUSIP_Numbers in Material Event NoticesEach notice of a Material Event
hereunder shall include the CUSIP number of théeSiathe CUSIP numbers of the Bonds to which dJaterial
Event relates.

Section 3.4 _Filing with Certain Dissemination Agerdr Conduits Any filing under this
Undertaking may be made (i) solely by transmittewgh filing to the Texas Municipal Advisory Coun¢the
“MAC”) as provided at_http://www.disclosureusa.angless the SEC has withdrawn the interpretive cadin its
letter to the MAC dated September 7, 2004, or ¥)filing the same with any dissemination agentconduit,
including any “central post office” or similar etyti assuming or charged with responsibility for egating notices,
documents or information for transmission to suétM$IR or SID, to the extent permitted by the SEGEIC staff
or required by the SEC. For this purpose, permisshall be deemed to have been granted by thes&HGf and
to the extent the agent has received an interprégiver, which has not been withdrawn, from th&€3aff to the
effect that using the agent to transmit informatiorthe NRMSIRs and the SID will be treated forgnses of the
Rule as if such information were transmitted disetti the NRMSIRs and the SID.

Section 3.5 _Transmission of Information and Noticemless otherwise required by law and, in
the State's sole determination, subject to techaivé economic feasibility, the State shall em@ogh methods of
information and notice transmission as shall beuested or recommended by the recipients of thee'Stat
information and notices.

Section 3.6 Fiscal Year.

(a) The State's current fiscal year is July 1 - June 3Che State shall promptly notify (i)
each NRMSIR and (ii) the SID of each change ifistsal year.

(b) The State shall provide Annual Financial Informatat least annually notwithstanding
any fiscal year longer than 12 calendar months.

ARTICLE IV

Effective Date, Termination, Amendment and Enforegtn

Section 4.1. Effective Date; Termination.

(a) This Undertaking shall be effective upon the issganf the Bonds.

(b) The State's obligations under this Undertakinglgkahinate upon the legal defeasance,
prior redemption or payment in full of all of theds.
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(c) This Undertaking, or any provision hereof, shallrdl and void in the event that the
State (1) receives an opinion of Counsel to thecefthat those portions of the Rule which requies t
Undertaking, or such provision, as the case maylbd@ot or no longer apply to the Bonds, whetheabse such
portions of the Rule are invalid, have been remkabte otherwise, as shall be specified in suchiopjnand (2)
delivers copies of such opinion to each NRMSIR #redSID.

Section 4.2. Amendment.

(a) This Undertaking may be amended without the consktite holders of the Bonds, if all
of the following conditions are satisfied: (1) swainendment is made in connection with a changednrastances
that arises from a change in legal (including ratply) requirements, a change in law (includingesubnd
regulations) or in interpretations thereof, or arole in the identity, nature or status of the Statthe type of
business conducted thereby, (2) this Undertakingpammended would have complied with the requirésneithe
Rule as of the date hereof, after taking into antamy amendments or interpretations of the Rideyell as any
change in circumstances, (3) the State shall hessiwied an opinion of Counsel to the same effesea$orth in
clause (2) above, (4) the State shall have receagitb@r an opinion of Counsel or a determinatioralperson, in
each case unaffiliated with the State, to the effest the amendment does not materially impaiirterests of the
holders of the outstanding Bonds, and (5) the Siia#édl have delivered copies of such opinion(s) ame&ndment
to each NRMSIR and the SID.

(b) This Undertaking may be amended without the congktite holders of the Bonds if all
of the following conditions are satisfied: (1) amendment to the Rule is adopted, or a new or nedddfficial
interpretation of the Rule is issued, after theaff’e date hereof which is applicable to this Utaléng, (2) the
State shall have received an opinion of Counstidceffect that performance by the State underUhigertaking
as so amended will not result in a violation of Bide as so amended or officially interpreted aB)dtlfe State
shall have delivered copies of such opinion andraiment to each NRMSIR and the SID.

(c) To the extent any amendment to this Undertakinglt®s a change in the categories or
types of financial information or operating datayded pursuant to this Undertaking, the first AahBEinancial
Information provided thereafter shall include arative explanation of the reasons for the amendmaadt the
impact of the change in the type of operating datinancial information being provided.

(d) If an amendment is made pursuant to Section 4tig@of to the accounting principles to
be followed by the State in preparing its finanatements, the Annual Financial Information fee fiscal year
in which the change is made shall present a cosgaftetween the financial statements or informapi@pared
on the basis of the new accounting principles &iodd prepared on the basis of the former accouptingiples.
Such comparison shall include a qualitative andhtextent reasonably feasible, quantitative disicm of the
differences in the accounting principles and thepdot of the change in the accounting principles tioa
presentation of the financial information.

Section 4.3. Contract; Benefit; Third-Party Beneficiaries; Erdement.

(a) The provisions of this Undertaking shall constitateontract with and inure solely to the
benefit of the holders from time to time of the Benexcept that beneficial owners of Bonds shathle-party
beneficiaries of this Undertaking and shall be degto be holders of Bonds for purposes of Secti8(b# hereof.
The provisions of this Undertaking shall create rights in any person or entity except as providedthis
subsection (a).

(b) The obligations of the State to comply with thevismns of this Undertaking shall be
enforceable by any holder of outstanding Bonds; dvaw, the holders' rights to enforce the provisiohshis
Undertaking shall be limited solely to a right, agtion in mandamus or for specific performancecampel
performance of the State's obligations under timddgtaking.
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(©) Any failure by the State to perform in accordancéhwhis Undertaking shall not
constitute a default or an event of default undier Bond Resolution or State law and shall not tesubny
acceleration of payment of the Bonds, and the sightd remedies provided by the Bond Resolutionagpticable
State law upon the occurrence of such a defa@ha@vent of default shall not apply to any suchufai

(d) This Undertaking shall be construed and interprétedccordance with the laws of the
State, and any suits and actions arising out «f thmdertaking shall be instituted in a court of petent
jurisdiction in the State; provided, however, thatthe extent this Undertaking addresses matterfeddral
securities laws, including the Rule, this Undemakshall be construed in accordance with such &derccurities
laws and official interpretations thereof.

Section 4.4.Effective Date This Undertaking shall be effective upon theigsse and delivery
by the State of the Bonds.

STATE OF TENNESSEE

By.

Mary-Margaret Collier

Assistant Secretary, Funding Board
of the State of Tennessand

Director, Division of Bond Finance,
State of Tennessee
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